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TAX PROVISIONS IN THE CONTRACT WITH
AMERICA DESIGNED TO STRENGTHEN THE
AMERICAN FAMILY

TUESDAY, JANUARY 17, 1995

HoOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.
The committee met, pursuant to call, at 10:05 a.m., in room
1100, Longworth House Office Building, Hon. Bill Archer
{chairman of the committee) presiding.
[The advisory announcing the hearings follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE PRESS CONTACT: Ari Fleischer or Amy Tucci
January 3, 1995 (202) 225-8933
No. FC-1 ALL OTHERS CONTACT: (202) 225-1721

ARCHER ANNOUNCES DETAILS ON STRENGTHENING THE AMERICAN
FAMILY HEARINGS

-January 17, 18, 19-

Congressman Bill Archer (R-TX), Chairman-Desig| of the Cc 1 on Ways and
Means, today announced that the Committee will conduct hearings on January 17, 18, and 19, 1995,
on the tax provisions in the Contract with America that are designed to strengthen the American
family. On Tuesday, January 17, and Wednesday, January 18, the Committee will receive testimony
on the proposed tax credit for families with children, marriage tax penalty relief, refundable tax
credit for adoption expenses, and refundable tax credit for home care of the elderly. On Thursday,
January 19, the Committee will receive testimony on two tax provisions in the Senior Citizens’
Equity Act: the propased repeal of the 1993 tax increase on social security benefits and a proposal
to allow tax-free accelerated death benefits under life insurance contracts. The hearings will feature
invited witnesses from the general public, Members of Congress, and other interested parties. All
hearings will be held in the main Committee hearing room, 1100 Longworth House Office
Building, beginning at 10:00 a.m.

BACKGROUND:

The American Dream Restoration Act contains a $500 per child tax credit and a credit to
offset partially the “marriage penalty." The $500 tax credit would be available for each qualifying
child under age 18. The full credit would be available to families with adjusted gross incomes of
$200.000 or less. with the credit phased out for incomes exceeding $200,000. The credit would be
effective for tax years beginning in 1996. Also beginning in 1996, two-carner couples who file joint
returns would be eligible to claim an income tax credit. The credit would mitigate unfavorable tax
consequences which arise when two single workers marry. This latter provision would provide
$2 billion of tax relief over each of the first five years.

i The Family Reinforcement Act includes a refundable tax credit for adoption expenses and a
~refundable tax credit for home care of the elderly. Families may claim an income tax credit (up to
$5.000) for qualified expenses paid for legal child adoptions. The full credit would be available to

families with annual adjusted gross incomes of $60,000 or less, with the credit phased out for
incomes exceeding $60,000. Families caring for an elderly member in their home would be eligible
for a credit equal to $500 per parent or grandparent who is mentally impaired or disabled and who,
without assistance. is unable to perform daily living activities, such as eating, bathing, and dressing.
Both credits would be effective for tax years beginning after 1995.

The Senior Citizens' Equity Act inciudes a repeal of the 1993 tax increase on social security
benefits and a provision allowing for accelerated death benefits under life insurance contracts. The
1993 tax increase requires senior citizens who earn more than $34,000 (singles) or $44,000 (couples)
to pay income taxes on up to 85% of their sccial security benefits. The proposed repeal would lower
(over a five year period) to 50% the amount of benefits potentially subject to tax, restoring the level
of taxation that existed prior 1o the 1993 tax increase. Beginning in taxable year 1996, terminally
and chronically ill individuals would be able to use tax-free distributions from their life insurance
policies to pay medical bills and living expenses.

Chairman-Designate Archer stated, "I look forward to hearing what American families have
to say about these provisions in the Contract with America. There is no question that tax relief is
needed. The Contract with America shows our commitment to provide lower taxes for hard-pressed
and hard-working American families.”



DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearings must be made by telephone to Diane Kirkland or Traci
Altman (202) 225-1721 no later than the close of business, Monday, January 9, 1995. The telephone
request should be followed by a formal written request to Phillip D. Moseley, Chief of Staff,
Committee on Ways and Means, U.S. House of Representatives, 1102 Longworth House Office
Building, Washington, D.C. 20515. The staff of the Committee will notify by telephone those
scheduled to appear as soon as possible after the filing deadline. Any questions concerning a
scheduled appearance should be directed to the staff at (202) 225-1721.

In view of the limited time available to hear wit the C i may not be able
to date all requests to be heard. Those persons and organizations not scheduled for an
oral appearance are encouraged to submit written statements for the record of the hearing. All
persons requesting to be heard, whether they are scheduled for oral testimony or not, will be notified
as soon as possible after the filing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefly their written
statements in no more than five minutes. THE FIVE MINUTE RULE WILL BE STRICTLY
ENFORCED. The full written statement of each witness will be included in the printed record.

In order to assure the most productive use of the limited amount of time available to question
wi all wi cheduled to appear before the Committee are required to submit 300 copies
of their prepared statements for review by Members prior to the hearing. Testimony should arrive
at the Committee office, room 1102 Longworth House Office Building, no later 48 hours before
hearings.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed record of the
hearing should submit at least six (6) copies of their statement by the close of business, Friday,
February 3. 1995, to Phillip D. Moseley, Chief of Staff, Commitiee on Ways and Means, U.S. House
of Representatives. 1102 Longworth House Office Building, Washington, D.C. 20515. if those
filing written statements wish to have their statements distributed to the press and interested public at
the hearing, they may deliver 300 additional copies for this purpose to the Committee office, room
1102 Longworth House Office Building, before the hearing begins.

FORMATTING REQUIREMENTS:

Bach statement presantsd for privtiag to the Cammitton 5y 2 witness, ANy writian stalsment or exhidit submittod for the printed record or aay
writisn comments {3 Foeposse to & Tequest fer Wrilles comments wust conferm to the gwidelings Hated delow. Any staisment or sxhibit aet in
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10 pages.
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Chairman ARCHER. The committee will come to order.

I invite our witnesses to move up to the witness chairs. We have
your names in front here, Senator, if you would sit right there. Tim
Hutchinson, if you would sit right there, we will get your names
lined up with your physical beings.

I am pleaseg to begin the first of 3 days of hearings on provisions
in the Contract With America that are designed to strengthen the
American family. As a society, we are committed to the well-being
of our children for the simple reason that they represent America’s
future. It is for this compelling reason that the centerpiece of the
American Dream Restoration Act is a $500 tax credit for each child
under the age of 18 years.

Over 69.5 million children and their families will benefit from
the child tax credit, and that relief is long overdue. Over time, we
have seen the real value of the personal exemption for dependents
erode substantially. In 1948, close to 80 percent of family income
was excluded from income tax due to personal and dependent ex-
emptions. Today those exemptions shield only about 20 percent of
family income from taxation.

It is essential we recognize the burdens American families shoul-
der today. According to the Tax Foundation, over 40 percent of av-
erage family income is consumed by Federal, State, and local taxes.
This is unacceptable, especially when one considers that the aver-
aigle expenditures for rearing a child approach roughly $5,000 annu-
ally.

I am particularly pleased that President Clinton has joined our
call for family tax relief. Although the President’s proposal is less
far reaching, nonetheless, it sends an encouraging signal that the
administration will work with Congress to provide long-awaited re-
lief, paid for with spending reductions instead of tax increases.

Today’s hearing will also address the so-called marriage tax pen-
alty. A perfect example of the marriage tax penalty was raised by
Speaker Gingrich when he spoke before the committee. He spoke
of two heads of household each earning $11,000 and both eligible
for earned income tax credits. Now, to this couple, the cost of get-
ting married is $4,600 each year. We don’t think Uncle Sam should
charge a fee when people meet and say “I do.”

The American Dream Restoration Act also directs $10 billion in
tax relief for working couples over the next 5 years. Although this
amount will not erase the marriage tax penalty, the proposal rep-
resents an important first step to minimize unfair taxes on mar-
riage.

At this point, I would like to recognize the minority for an open-
ing statement. Mrs. Kennelly, you are the ranking minority mem-
ber today, so I recognize you for an opening statement.

[The prepared statement follows:]



Opening Statement of Chairman Bill Archer
Hearings on Tax Provisions to
Strengthen the American Family
January 17, 1995

I am pleased to begin the first of three days of hearings on provisions of the Contract
with America designed to strengthen the American Family.

As a society, we are committed to the well-being of our children for the simpie reason
that they represent America’s future. It is for this compelling reason that the centerpiece of
the American Dream Restoration Act is a $500 tax credit for each child under the age of 18
years. Over 69.5 million children and their families will benefit from the child tax credit.
This relief is long overdue.

Over time, we have seen the real value of the personal exemption for dependents erode
substantially. In 1948, close to 80 percent of family income was excluded from income tax
due to personal and dependent exemptions. Today, those exemptions shield only about 20
percent of family income from taxation.

It is essential that we recognize the burdens American families shoulder today.
According to the Tax Foundation, over 40 percent of average family income is consumed by
federal, state and local taxes. This is unacceptable, especially when one considers that the
average expenditures for rearing a child approach $5,000 annually.

I am particularly pleased that President Clinton has joined our call for family tax
relief. Although the President’s proposal is less far reaching, nonetheless it sends an
encouraging signal that the Administration will work with Congress to provide long-awaited
relief, paid for with spending reductions instead of tax increases.

Today’s hearing will also address the so-called "marriage tax penalty”. A perfect
example of the marriage tax penalty was raised by Speaker Gingrich when he testified before
the Committee. He spoke of two heads of houscholds each eaming $11,000, and both eligible
for earned income tax credits. For this couple, the cost in getting married is $4,600 every
year. We don’t think Uncle Sam should charge a fee when peopie meet and say “I do™.

The American Dream Restoration Act also directs $10 billion of tax relief for working
couples over the next 5 years.  Although this amount will not erase the marriage tax penalty,
the proposal represents an important. first step to minimize unfair taxes on marriage. At this
point I'd like to turn to the Ranking Minority Member Sam Gibbons, for any opening
comments he might have.

Let me extend a warm welcome to all of our witnesses. We will begin today’s
proceedings with a bicameral panel - Senator Rod Grams and Representative Tim
Hutchinson. We look forward to your testimony.
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Mrs. KENNELLY. Thank you, Mr. Archer.

I am very pleased that this committee is revisiting the issue of
marriage penalty, because this is an issue which many members of
the committee have worked on, especially in 1986 when this com-
mittee considered major tax reform. Those of us who served on the
committee then will recall that I strongly supported the steps we
took in 1986 to lessen the tax burden on married couples.

Like my colleagues, I did so because I strongly believe that the
Tax Code should not penalize marriage, which 1s fundamental to
our society. I also believe that the Tax Code should not work
against those parents who, because of death, divorce, or abandon-
ment, must struggle to raise children by themselves.

For that reason, in 1985, I introduced and the committee adopted
an amendment that increased the standard deduction for heads of
households from the single rate to a rate much closer to what joint
filers receive.

Recognizing a problem exists is not the same as finding a rem-
edy. Generally, fixing the marriage penalty is an extraordinarily
expensive proposition. I know that in 1993, when I was concerned
about the impact of the President’s deficit reduction plan on upper
income couples, I asked Joint Tax to estimate the cost. I was in-
formed that merely by not making the marriage penalty worse in
that bill would cost in the range of $180 billion.

So my point today is that goodwill and good resolution will only
get us so far. The marriage penalty is a multibillion dollar problem
and I do not believe any one of us in this room has a multibillion
dollar solution.

In fact, I would point out that the proposal in the Contract allo-
cates $2 billion in each of the next 5 years and directs the Sec-
retary of the Treasury to allocate it as a credit to those affected by
the marriage penalty. The Secretary is also required to ensure that
no couple gets more of a refund in the marriage penalty than the
paid. In other words, the Treasury Department is asked to cal-
culate the marriage penalty paid by every couple in America and
then divvy up the $2 billion among them.

This will be an expensive and time consuming process. The ap-
proach will not end the penalty. At best, it will slightly ameliorate
it.

Taking all the problems into account, any benefit received by
America’s married couples would be at least 1 year late and billions
of dollars short. It seems to me that our focus should be on how
best to help American families and I can think of nothing more im-
portant, including rectifying the marriage penalty, than continuing
to reduce the deficit.

When I go home, people aren’t asking me to reduce the marriage
penalty, though they would very much like us to do that. But the
are asking us to be responsible with their money, to restrain spend-
ing, and to keep taking a disciplined approach to deficit reduction.
The marriage penalty 1s a fact. The Contract addresses the exist-
ence of the marriage penalty. However, it is disingenuous to claim
that the problem is resolved by the solution in the Contract.

We must continue to wrestle with this situation but, unfortu-
nately, the deficit reduces our options in this area. So too with the
child tax credit.



7

The election sent many messages, including that Americans want
a tax cut. However, as I said, Americans also want the deficit re-
duced and interest rates held as low as possible.

In Connecticut, we are still fighting a recession. The $10 per
week per child would be welcome of course, but we must ask the
real price of this benefit. I would hope that this committee would
look long and hard at the $500 child tax credit before taking this
route and not knowing what exactly it would do to the deficit and
interest rates.

Thank you, Mr. Chairman.

[The prepared statement follows:]



STATEMENT OF CONGRESSWOMAN BARBARA B, KENNELLY
COMMITTEE ON WAYS AND MEANS
JANUARY 17, 19%%

Thank you, Mr. Chairman. I am very pleased that this
committee is revisiting the issue of the "marriage penalty,”
because it is an issue on which many members of the Committee
have worked, especially since 1986, when this Committee
considered major tax reform.

Those of us who served on the Committee then will recall
that I strongly supported the steps we took in 1986 to lessen the
tax burden on married couples. Like my colleagues, I did so
because I strongly believe that the tax code ghould not penalize
marriage, which is fundamental to our society.

I also believe that the tax code should not work against
those parents who, bescauge of death, divorce, or abandonment,
must struggle to raise children by themselves. For that reason,
in 1885, I introduced, and the Committee adopted, an amendment
that increased the standard deduction for heads of households
from the single rate to a rate much closer to what joint filers
receive. )

But recognizing that a problem exists is not the same as
finding a remedy. Genuinely fixing the marriage penalty is an
extraordinarily expensive propogition. I know that in 1993, when
I was concerned about the impact of the President’s deficit
reduction plan on upper-income couples, I asked Joint Tax to
estimate the cost. I was informed that merely not making the
penalty worse would cost in the range of £$100 billion.

S0 my point today is that good will and good resolutions
will get us only so far. The marriage penalty is a multi-billion
dellar problem, and I do not believe that any one of us in this
room has a multi-billion dollar solutiomn.

In fact, I would point out that the proposal in the Contract
allocates $2 billion in each of the next five years, and directs
the Secretary of the Treasury to allocate it as a credit to those
affected by the marriage penalty. The Secretary is also required
to ensure that no couple gets more of a refund than the marriage
penalty they paid; in other words, the Treasury Department is
asked to calculate the marriage penalty paid by every couple in
America and then divvy up the $2 billion among them. Imagine
what an expensive and time-consuming process that would be.

This approach will not end the penalty; at best, it would
slightly ameliorate it. Taking all the problems into account,
any benefit received by America‘s married couples would be at
leagt a year late -- and some billions of dollars short.

It seems to me that our focus should be on how best to help
America’'s families. And I can think of ncihing more important --
including rectifying the marriage penalty -- than continuing to
reduce the deficit.

When I go home, pecple aren’t asking to fix the marriage
penalty. They are asking us to be responsible with their money;
to restrain spending; and to continue to take a disciplined
approach to deficit reduction.

The marriage penalty is a fact.  The contract addresses its.
existence. However, it is disingenuous to claim that the problem
is resolved by the solution in the contract. We must cantinue to
wrestle with thisg situation, but, unfortunately, the deficit
reduces our options in many areas.

S0 too with the child tax credit. The election seat many
messages including that Americans want a tax cut. However, as I
said, Americans also want the deficit reduced and interest rates
held a® low as possible. In Connecticut, we are still fighting a
recession. The $10 per week per child would be welcome, but we
must ask the real price of this benefit. I would hope that this
Committee would look long and hard at the $500 a child tax credit
before taking this route.
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Chairman ARCHER, The Chair will now recognize the gentleman
from Minnesota, Mr. Ramstad, for an introduction of one of our
witnesses.

Mr. RaMsTAD. Thank you, Mr. Chairman.

Mr. Chairman, it is my privilege to welcome my former colleague
and my good friend Rocf, (grams to the committee today. Although
Rod was with us only one term, he certainly made his mark in the
House. Along with his other good friend, our other witness today,
Tim Hutchinson, they introduced the Putting Jobs and the Amer-
ican Family First Act.

As we all know, the centerpiece of this legislation, the $500 per
child tax credit for American families, found 1ts way into last year’s
Republican budget proposal and into our Contract With America.
Should anyone doubt that the American people strongly support
family tax reform, I would just suggest they look at the results of
the 1994 Senate race in Minnesota. Rod ran a strong campaign
centered on the overtaxation of families and was handily elected in
a State which had gone Democrat in the last five presidential elec-
tions.

But far more important than politics, reducing the tax burden on
American families 1s the right thing to do and I am glad to see both
Presi%ent Clinton and Minority Leader Gephardt have recently
agreed.

gfiod, we are grateful for your hard work to promote family tax
relief and for your willingness to testify before the committee
today. Welcome. Glad to have you back.

[The opening statement of Mr. Ramstad follows:]
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STATEMENT OF REPRESENTATIVE JIM RAMSTAD
WAYS AND MEANS COMMITTEE
HEARING ON FAMILY TAX REFORM
January 17, 1994

Mr. Chairman, I appreciate you holding this hearing to discuss one of the most important
issues in our Contract With America -- tax relief and reform for American families.

Families with children are among the most overtaxed in our country. In 1950, the average
American family with children paid only 3 percent of its income in taxes. Today, the same
family pays 24 percent of its income in taxes.

It is little wonder that parents are frustrated by the difficulties of providing for their children
and their children’s future. Deductions for children have simply not kept pace with the rate
of inflation and rising taxes.

Even as wages have increased, people find more and more of their hard-earned dollars
ending up in the government’s coffers rather than their own pockets.

Added to this dilemma is the incredible injustice of the "marriage penalty,” which forces
many married couples to pay higher taxes than they would if filing as two single persons.
The U.S. tax code has no business discouraging the formation of families by unfairly placing
married couples at a financial disadvantage.

I am particularly pleased that my colleague from Minnesota, U.S. Senator Rod Grams, will
testify before the committee today on his idea to provide a $500 per child tax credit to
American families. This proposal in the Contract With America is based on legislation Rod
first introduced as a freshman in the 103rd Congress.

And once again, Mr, Chairman, I'm delighted we will be hearing from a range of policy
experts whose opinions were rarely heard during hearings in past sessions of Congress. The
witnesses before us today hail from a number of pro-family organizations, which represent
literally millions of Americans. The membership of these organizations had a powerful
impact on the 1994 elections, and they rightly believe family tax relief is long overdue.

I thank you all very much for being here today and look forward to your testimony.
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Chairman ARCHER. I join Congressman Ramstad in welcoming
both of you warmly to the committee. We would encourage you to
keep your oral presentation to 5 minutes and should you have any
more lengthy written statement, that would be included in the
record without objection.

Senator Grams.

STATEMENT OF HON. ROD GRAMS, A U.S. SENATOR FROM THE
STATE OF MINNESOTA

Senator GrRaMs. Well, thank you very much, Mr. Chairman, for
this opportunity to testify today before the House Ways and Means
Committee to discuss an issue of great importance to me, and that
is middle-class tax relief. I want to also thank Jim for his kind
words and congratulate him on the committee. I am pleased to be
joined this morning by my colleague from Arkansas, Tim Hutchin-
son, with whom I introduced the %gOO family tax credit, the corner-
stone of our families first bill.

Mr. Chairman, it was just about 1 year ago that Congressman
Hutchinson and 1 were testifying on this very subject before the
House Budget Committee, then chaired by my colleague from Min-
nesota, Martin Sabo. As you might guess, our bill and our ideas
were not very well received. Our arguments then were simple.
Taxes were too high. The burden of tax increases fell disproportion-
ately on the middle class and big government was forcing more
workers out of the working class and into the welfare class.

Today, those same problems remain and the arguments for tax
relief are still the same. Taxes are still too high. The tax burden
still falls too heavily on the middle class and the big difference,
however, is, in this year, with this Congress, we can do something
about it. We promised tax relief, now we have got to deliver. We
have got to do it for what Garth Brooks calls the hard-hat, six-
pack, aching-back, flag-waving, fun-loving crowd.

In 1993, when Congressman Hutchinson and I introduced the
$500 family tax credit, we did so in a tax environment that was
not exactly middle-class friendly. Consider the facts. Most middle-
class American families pay more in Federal taxes than they spend
gor f((i)od, clothing, transportation, insurance, and recreation com-

ined.

Since World War 11, Federal income and payroll taxes have in-
creased from 2 to 24 percent of the median income of a family of
four. Despite this, however, while Congressman Hutchinson and I
were making the case for tax relief, Congress was in the midst of
passing the 1993 Clinton tax proposal, which was the largest tax
increase in American history.

Far from providing tax relief for the middle class, the Clinton
proposal actually increased their tax burden making it more dif-
ficult for the middle class to care for themselves and their children.
The message from Congress then was clear. Give us your money
and we wiﬁ solve your problems. But the American voter said no
to this message in November and we now have their support to let
them keep their money.

Now, it is 1995 and the cry for middle-class relief was taken up
last year when House and Senate Republicans adopted the families
first $500 per child tax credit in their alternative budgets and that
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is spread across this country and across the aisles. President Clin-
ton and Minority Leader Gephardt have offered their own plans for
middle-class tax relief and to them I say, Welcome aboard.

When Washington gets serious about getting government off the
backs of the American taxpayer, the taxpayers are clearly the win-
ners. We promised tax relief in the Contract With America and we
are going to deliver on it. The question is, How much?

I stand strongly behind the original families first proposal for a
$500 per child tax credit. It would mean $25 billion annually to
families across America and that is $500 million to families in my
home State of Minnesota and $2.1 billion in tax relief to the home
districts represented by members on this panel. Ninety-plus per-
cent of that tax relief will go to working Americans making annual
salaries of $60,000 or less.

Others have proposed means testing in the tax credit reducing
the amount of the credit, limiting the ages of the children eligible
for the credit, for substituting an increase in the personal deduc-
tion for the credit. The families first tax credit, however, is the
largest, fairest, most progressive way of providing tax relief for
families and lives up to our commitment of reducing the size of the
Federal Government.

By cutting government spending to pay for family tax relief, fam-
ilies first is the strongest response we can send to the American
people that we have heard their message, we accept their mandate,
and we will deliver on our promises.

Mr. Chairman, what we do in this Congress will determine the
makeup of the next Congress. Mr. Chairman, what we do in this
Congress will be judged by the middle class. We have made a con-
tract with them and I urge this committee to uphold it as we fight
for the middle class and as we fight for fairness.

Thank you, Mr. Chairman, and members of the committee. 1 wel-
come any questions that you might have.

Thank you.

Chairman ARCHER. Thank you, Senator.

Congressman Hutchinson, we would be pleased to hear your tes-
timony.

STATEMENT OF HON. Y. TIM HUTCHINSON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF ARKANSAS

Mr. HUTCHINSON. Thank you, Mr. Chairman. I appreciate the op-
portunity to appear before you and before the committee today.

Almost 2 years ago now—Senator Rod Grams, who was then
Congressman Grams—and 1 started talking about drafting legisla-
tion that would significantly ease the financial burden on America’s
middle-class families. We began with the recognition that our Tax
Code has become decidedly hostile to families with children. In
fact, every study of the American family has concluded that they
are more strapped, more squeezed, anc{ more pressured under a
heavier tax burden than ever before.

For instance, in 1950, the average American family with children
paid only 2 percent of its income to the Federal Government in
taxes. Today that same family pays 24.5 percent. When State and
local taxes are included, the government now takes 37.6 percent of
the income of the average family.
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When you look at what has happened over the past four decades,
you see that the Federal income tax burden on a family of four has
increased by over 300 percent as a share of family income. Tax re-
lief in the past has targeted senior citizens, the poor, single par-
ents, and the business sector. The result has been that a dispropor-
tionate share of the increased tax burden has fallen on middle-class
families with children.

In addition, rising inflation has eaten away at the value of the
standard deduction and personal exemptions. I point out that if the
dependent exemption was indexed for inflation, it would be over
$8,000 today instead of just over $2,000. It seems to me we have
said through our tax policy that children just aren’t as important,
that children just aren’t as valuable today as they were in 1948,
and that is the wrong message.

In response to this inequity, in June 1993, Senator Rod Grams
and I introduced the putting families first bill. It was introduced
in the Senate by Senator Coates and we are delighted that the
$500 tax credit is included in our Contract With America. Senator
Grams and I believe strongly that parents know best what their
children need.

This tax credit will empower parents in the areas of health care,
education, and the other necessities of daily life. Currently, we take
from families with the left hand through confiscatory taxes and
then we give it back with the right hand in the form of middle-
class entitlements minus a big Washington surcharge. Let’s let
families keep more of their hard-earned money.

Family tax relief has had many proponents over the last several
years, from candidate Bill Clinton’s endorsement of an $800 tax
credit back in the campaign, to the National Commission on Chil-
dren chaired by Senator Rockefeller who endorsed a $1,000 per
child tax credit to the Progressive Policy Institute which has ad-
vised increasing the dependent deduction for children and/or pro-
viding a targeted child tax credit.

In addition, in 1991, then-Senator Lloyd Bentsen introduced leg-
islation which included a $300 per child tax credit. The Family Re-
search Council has supported a targeted child tax credit of $500 to
$1,500 per child. But in spite of all this support, nothing has been
done. The time is now.

During the 103d Congress, the polling firm of Fabrizio
McLaughlin & Associates conducted a survey which found that
Americans not only favor family tax relief by a margin of 3 to 1
but they are willing to accept cuts in entitlements to offset the lost
revenues.

Mr. Chairman, on November 8, 1994, the voters made sure we
got their message. They told us they want less government, less
taxes, and less interference in their lives. The American family
wants relief. They want their purchasing power restored. They
want to be able to spend more of their paycheck as they see fit.
Isn’t it about time we make the Federal Tax Code family friendly?

Mr. Chairman, this $500 per child tax credit is not a panacea for
the family. It will not nearly solve all of the financial problems that
the American family is facing today. It will, however, be a step in
the right direction. If we say we believe in family values, then we
must at least acknowledge the value of families in our Tax Code.
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Last week, here on Capitol Hill, mayors and Governors testified
before this committee and other committees on the Hill. What their
messages seemed to be was this: Give us the resources, no strings
attached, and we can do the job better than Washington. Today, on
behalf of millions of American families, I say to you, give American
families the resources, no strings attached, and they can do the job
better than Washington.

Thank you, Mr. Chairman. Thank you, members of the commit-
tee.

[The prepared statement follows:]
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THE HONORABLE TIM HUTCHINSON

JANUARY 17, 1995

THANK YOU MR. CHAIRMAN, I APPRECIATE THE OPPORTUNITY TO APPEAR BEFORE
YOU AND THE COMMITTEE TODAY. N

ALMOST TWO YEARS AGO NOW, SENATOR ROD GRAMS (WHO WAS THEN-CONGRESSMAN
GRAMS) AND 1 STARTED TALKING ABOUT DRAFTING LEGISLATION THAT WOULD
SIGNIFICANTLY EASE THE FINANCIAL BURDEN ON AMERICA'S MIDDLE CLASS FAMILIES.

VE BEGAN WITH A RECOGNITION THAT OUR TAX CODE HAD BECOME DECIDEDLY
HOSTILE TO FAMILIES WITH CHILDREN. IN FACT, EVERY STUDY OF THE AMERICAN
FAMILY HAS CONCLUDED THAT THEY ARE MORE STRAPPED, MORE SQUEEZED, AND MORE
PRESSURED UNDER A HEAVIER TAX BURDEN THAN EVER BEFORE.

FOR INSTANCE, IN 1950, THE AVERAGE AMERICAN FAMILY WITH CHILDREN PAID
ONLY 2 PERCENT OF ITS INCOME TO THE FEDERAL GOVERNMENT IN TAXES. TODAY,
THAT SAME FAMILY PAYS 24.5 PERCENT. VWHEN STATE AND LOCAL TAXES ARE
INCLUDED, THE GOVERNMENT NOW TAKES 37.6 PERCENT OF THE INCOME OF THE
AVERAGE FAMILY.

VHEN YOU LOOK AT WHAT'S HAPPENED OVER THE PAST FOUR DECADES, YOU SEE
THAT THE FEDERAL INCOME TAX BURDEN ON A FAMILY OF FOUR HAS INCREASED BY
OVER 300 PERCENT (AS A SHARE OF FAMILY INCOME). TAX RELIEF IN THE PAST HAS
TARGETED SENIOR CITIZENS, THE POOR, SINGLE PARENTS AND THE BUSINESS SECTOR.
THE RESULT HAS BEEN THAT A DISPROPORTIONATE SHARE OF THE INCREASED TAX
BURDEN HAS FALLEN ON MIDDLE CLASS FAMILIES WITH CHILDREN.

IN ADDITION, RISING INFLATION HAS EATEN AVAY AT THE VALUE OF THE
STANDARD DEDUCTION AND PERSONAL EXEMPTIONS. 1IN 1948, THE AVERAGE INCOME
FOR A FAMILY OF FOUR WAS $3,468. AT THAT TIME, $2,667 OF THIS INCOME VWAS
TAX-EXEMPT -- THAT MEANS THAT OVER THREE-FOURTHS OF THE FAMILY'S INCOME VAS
TAX-EXEMPT. COMPARE THAT VITH 1983 FIGURES WHERE AVERAGE FAMILY INCOME WAS
$29,184, BUT ONLY THE FIRST $8,783 OF THAT INCOME WAS EXEMPT FROM TAX.
THAT'S LESS THAN ONE-THIRD.

FINALLY, 1 WOULD POINT OUT THAT IF THE DEPENDENT EXEMPTION WAS INDEXED
FOR INFLATION, IT WOULD BE OVER $8,000 TODAY INSTEAD OF JUST OVER §2,000.
1T SEEMS TO ME THAT WE HAVE SAID THROUGH OUR TAX POLICY THAT CHILDREN JUST
ARE NOT AS IMPORTANT TODAY AS THEY VERE IN 1948. THIS IS THE WRONG
MESSAGE.

IN RESPONSE TO THIS INEQUITY, IN JUNE 1993, SENATOR GRAMS AND I
INTRODUCED H.R. 2434, THE "FAMILIES FIRST" BILL. AT THE CORE OF THIS
LEGISLATION WAS A §$500 PER CHILD TAX CREDIT FOR EVERY FAMILY IN AMERICA.
THIS TAX CREDIT WOULD RESULT IN AN AVERAGE OF $59 MILLION BEING RETURNED TO
EACH CONGRESSIONAL DISTRICT NATIONWIDE. IT WOULD ALSO BE TRUE MIDDLE CLASS
RELIEF WITH 78 PERCENT OF THE TAX RELIEF GOING TO FAMILIES VWITH INCOME
BELOW $60,000.

THE BILL WAS INTRODUCED WITH 45 ORIGINAL COSPONSORS, MOST OF THE
REPUBLICAN LEADERSHIP, AS VELL AS STRONG SUPPORT FROM THE PRO-FAMILY GROUPS
AND A NUMBER OF TAX REFORM GROUPS.

IN THE SENATE, SENATOR COATS INTRODUCED COMPANION LEGISLATION, VHICH
AGAIN HAD STRONG SUPPORT AMONG SENATE MEMBERS.

WE VERE DELIGHTED THAT THIS $500 TAX CREDIT IS INCLUDED IN OUR
"CONTRACT WITH AMERICA." SENATOR GRAMS AND I BELIEVE STRONGLY THAT PARENTS
KNOV BEST VHAT THEIR CHILDREN NEED. THIS TAX CREDIT WILL EMPOWER PARENTS
IN THE AREAS OF HEALTH CARE, EDUCATION AND THE OTHER NECESSITIES OF DAILY
LIFE. CURRENTLY, VE TAKE FROM FAMILIES WITH THE LEFT HAND THROUGH
CONFISCATORY TAXES AND GIVE IT BACK WITH THE RIGHT HAND IN THE FORM OF
MIDDLE-CLASS ENTITLEMENTS -- MINUS A BIG WASHINGTON SURCHARGE. LET'S LET
FAMILIES KEEP MORE OF THEIR HARD EARNED MONEY.

FAMILY TAX RELIEF HAS HAD MANY PROPONENTS OVER THE LAST SEVERAL YEARS
FROM THEN-CANDIDATE BILL CLINTON'S ENDORSEMENT OF AN $800 PER CHILD TAX
CREDIT, T0 THE NATIONAL COMMISSION ON CHILDREN, CHAIRED BY SENATOR
ROCKEFELLER, WHICH ENDORSED A $1,000 PER CHILD TAX CREDIT, TO THE
PROGRESSIVE POLICY INSTITUTE WHICH HAS ADVISED INCREASING THE DEPENDENT
DEDUCTION FOR CHILDREN AND/OR PROVIDING A TARGETED CHILD TAX CREDIT. 1IN
ADDITION, IN 1991, THEN-SENATOR LLOYD BENTSEN INTRODUCED LEGISLATION, S.
1921, WHICH INCLUDED A $300 PER CHILD TAX CREDIT. THE FAMILY RESEARCH
COUNCIL HAS SUPPORTED A TARGETED CHILD TAX CREDIT OF $500 TO $1,500 PER
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CHILD AND THE COMMUNITARIAN POSITION PAPER ON THE FAMILY HAS RECOMMENDED A
$600 PER CHILD ALLOVANCE FOR CHILDREN, WHICH COULD COME IN THE FORM OF A
CREDIT OR OTHER TARGETED TAX MEASURE. BUT IN SPITE OF ALL THIS SUPPORT,
NOTHING BAS BEEN DONE. THE TIME IS NOW.

DURING THE 103RD CONGRESS, THE POLLING FIRM OF FABRI2IO, MCLAUGHLIN
AND ASSOCIATES CONDUCTED A SURVEY WHICH FOUND THAT AMERICANS NOT ONLY FAVOR
FAMILY TAX RELIEF 3 TO 1, BUT ARE VILLING TO ACCEPT CUTS IN ENTITLEMENT
SPENDING (OTHER THAN SOCIAL SECURITY) NEEDED TO OFFSET THE REVENUES LOST TO
THE FPEDERAL TREASURY FROM A $500 PER CHILD TAX CREDIT.

LAST YEAR, SENATOR GRAMS AND 1 VWORKED VITH JOHN KASICH, BUDGET
COMMITTEE RANKING MEMBER, AND THE FAMILY GROUPS TO INCORPORATE THE $500 TAX
CREDIT IN THE FY 1995 REPUBLICAN BUDGET.

DESPITE THE HARD WORK DONE BY THE PAMILY GROUPS AND A NUMBER OF
MEMBERS, VE FELL SHORT IN GETTING THE MESSAGE TO THE MAJORITY OF OUR
COLLEAGUES THAT AMERICAN FAMILIES VANT SOME RELIEF.

VELL, MR, CHAIRMAN, ON NOVEMBER 8, 1994, THE VOTERS MADE SURE WE GOT
THEIR MESSAGE. THEY TOLD US THEY VANT LESS GOVERNMENT, LESS TAXES, AND
LESS INTERFERENCE IN THEIR LIVES. THE AMERICAN FAMILY VANTS RELIEF. THEY
VWANT THEIR PURCHASING POVER RESTORED. THEY VWANT T0 BE ABLE T0 SPEND MORE
OF THEIR PAYCHECK AS THEY SEE FIT. ISN‘T IT ABOUT TIME WE MAKE THE FEDERAL
TAX CODE FAMILY FRIENDLY.

MR. CHAIRMAN, THIS $500 PER CHILD TAX CREDIT IS NOT A PANACEA FOR THE
FAMILY. 1IT VILL NOT NEARLY SOLVE ALL OF THE FINANCIAL PROBLEMS THAT THE
AMERICAN FAMILY IS FACING TODAY. IT VILL, HOVEVER, BE A STEP IN THE RIGHT
DIRECTION AND VE OVE IT TO THE AMERICAN FAMILY TO DO EVERYTHING VE CAN TO
MAKE IT EASIER FOR PARENTS TO RAISE THEIR CHILDREN IN OUR SOCIETY TODAY.
IF VE SAY VE BELIEVE IN FAMILY VALUES, THEN WE MUST AT LEAST ACKNOVLEDGE
THE VALUE OF FAMILIES IR OUR TAX CODE.

LAST VEEK YOU HAD MAYORS AND GOVERNORS TESTIFYING BEFORE YOU. THEIR
MESSAGE IT SEEMED TO ME VAS -- GIVE US THE RESOURCES --- NO STRINGS ATTACHED
AND VE CAN DO THE JOB BETTER THAN VASHINGTON. TODAY, ON BEHALF OF MILLIONS
OF AMERICAN FAMILIES I SAY TO YOU -- GIVE AMERICAN FAMILIES THE RESOURCES -~
- NO STRINGS ATTACHED AND THEY CAN DO THE JOB BETTER THAN WASHINGTON.

THANK YOU MR. CHAIRMAN.
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Chairman ARCHER. Thank you, Congressman Hutchinson.

Very briefly, let me ask both of you, why did you elect to push
a tax credit rather than an increase in the personal exemption?

Senator GRaMS. I just think the credit is a good, fair way of
doing it rather than trying to put it into increasing the exemption,
I think it sends a real clear message that as Tim mentioned, and
1 mentioned in the opening statements, children are important and
if we would have just kept pace over the last four decades, the
child credit today, if you put it in terms of the tax deduction, would
have been over $8,000.

So to put a $500 per child credit on the tax forms to help support
this and to really give support to the American family I think
sends a good, clear message.

Mr. HUTcHINSON. I would agree. I don’t really quibble which way
you go on it. I think if you do the calculations and numbers on it,
you probably come up with a little more relief for the middle class
with the credit than you would with increasing the exemption. I
think 90 percent of this relief falls to people making less than
$75,000. 1t is a very fair way of doing it.

Chairman ARCHER. Would it not be true that an increase in the
personal exemption or, in effect, a tax deduction helps the wealthy
a lot more percentagewise than the tax credit?

Mr. HurcHINsON. I think if you do the figures on it, that's ex-
actly right, that higher income people benefit more from increasing
thedexemption while the middle class benefit more from the tax
credit.

Chairman ARCHER. Thank you very much.

Mr. Gibbons.

Mr. GIBBONS. 1 don’t know of a Member of Congress that won’t
advocate a tax cut for somebody. I never in my 34 years here found
a Congressman that would say no to a tax cut.

Let me ask you, you say your tax cut goes to the six-pack, fun-
loving crowd. [s it more important to give the six-pack, fun-loving
crowd a tax cut than to continue reducing the Federal deficit by
$25 billion a year?

Senator GRAMS. In the same respect, you haven’t seen a Member
of Congress who wouldn’t want to give a tax cut. We haven’t found
too many Members of Congress who haven’t advocated tax in-
creases over the past four decades. When we are talking about the
hard-hat, six-pack, aching-back, fun-loving crowd, we are talking
about average Americans, family people out there who, over these
last four decades, have seen their tax burden go up.

Now, to say that we can’t have tax relief would be to buy into
the assumption that we are not already paying too much in taxes.
I believe American families are overtaxed and do need relief, and
we can do that but at the same time, we can’t ignore the problem
of having spending cuts to go along with this. We can’t give tax
cuts without looking at the spending side, as well. So we do have
to do it.

I think the main thrust of this is to make sure that we leave
American taxpayers with more of their money in their pocket. I dis-
agreed with one statement that was made recently that said we
will allow the taxpayers to keep more of their money. Who are we
to say that we should take more of their money? I am a strong sup-
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porter of the philosophy that Americans today are paying too much
in taxes.

We need tax relief to start with and then we have to back that
plan up with the spending cuts that are going to allow us to bal-
ance the budget and reduce the deficit at the same time.

Mr. GIBBONS. You would rather give the tax relief before you get
the spending cuts?

Senator GRAMS. No, no. It has to go hand in hand.

Mr. GiBBONS. That is what you said.

Senator GRaMS. I said these go hand in hand. You can’t escape
one without the other. The tax cuts have to go hand in hand with
the spending cuts or we will have deficit spending, there is no
doubt about it. So we have to have the spending cuts first.

Mr. GIBBONS. We tried that in 1981 and all we got were the tax
cuts. We never got the spending cuts.

Senator Grams. That is why it is incumbent upon this Congress
to make sure that those spending cuts go hand in hand with the
tax cuts.

M;. GIBBONS. Don’t you think we ought to do the spending cuts
first?

Senator GRaMS, I will take the spending cuts first if the tax cuts
are very close behind them.

Mr. GIBBONS. We are right on the edge of inflation, although no
one likes to talk about it. %t is not popular to talk about it. We are
at full employment, we are at full industrial capacity. The next
step, unless we rein ourselves in, will be inflation.

Which do you think will be the most important, to give $25 bil-
lion extra to spending or to avoid inflation?

Senator GRAMS. I think the bottom line is they are both very im-
portant, but I think it is best to leave that discretionary decision
up to average Americans to make those cuts rather than the gov-
ernment. So the money and the dollars are out there and they are
goin%) to be spent in some way. Let’s leave the taxpayer to decide
how best to spend their money.

Mr. GiBBONS. How about your priorities. Is your priority first to
cut inflation or to cut taxes?

Senator GRAMS. Right now, I want to cut taxes and that is not
to say while cutting taxes that we are advocating that we would
support inflation or that inflation would be the result.

Mr. HutcHINSON. If 1 might just comment. I don’t think that
they are mutually exclusive. What we are talking about is not some
kind of profligate tax break to go out and do consumer spending.
What we are talking about are middle-class families that are a%
ready overburdened, strapped, and need some relief. This is essen-
tial tax relief. It is—I don’t think essentially inflationary.

Mr. GIBBONS. Well, as I read the statistics, we are right on the
verge of inflation. It seems to me the most damaging thing for the
American middle class is inflation. They cannot cope with it. They
are always the big losers. You are sending $25 billion out to who
you call the six-pack, fun-loving crowd. I just think cutting infla-
tion (iis more important than pandering to the six-pack, fun-loving
crowd.

Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Crane.
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Mr. CRaANE. Thank you, Mr. Chairman.

I thank you both for your testimony. I think it is important to
keep in mind, if you are talking about freeing up $25 billion, that
that money is going to be spent by responsible parents, as opposed
to being spent by irresponsible bureaucrats down here. I would infi-
nitely prefer to see it spent back home.

My wife and I had eight children, and believe me, it was a strug-
gle. I was just calculating if that personal exemption had been in-
dexed through the years, that today that would be about $7,500 at
least or close to $8,000, which with my wife and myself and my
eight kids, we would have had about an $80,000 personal exemp-
tion rate.

That sounds staggering today, I am sure, to many people. But
the fact of the matter is, that is the equivalent of what it was back
then after World War II. Even when I brought up my kids—and
that was mostly in the decade of the sixties and seventies, there
had been no indexation and it was a struggle, a major struggle.
Our Tax Code has been biased, profoundly biased against families.

So I salute you both for what you have done. This is a good first
step as far as I am concerned. We have a long way further to go
down that pike. Keep up the good fight.

Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Bunning,

Mr. BUNNING. Thank you, Mr. Chairman.

I would like to ask both Senator Grams and Representative
Hutchinson, isn’t it true that Federal, State, and local taxes add up
to about 40 percent of our income and all other things, housing,
food, transportation, health care, clothing, recreation, all eventually
get to 1?00 percent and that we had tax-free day last year on May
5, 19947

This proposal, in my opinion, would have a direct impact on the
middle class, the average family that has children. I don’t want to
one-up Congressman Crane at all, but in raising nine children, the
deduction that I got on my Federal income tax didn’t even come
close, didn’t come close to taking care of the expenditures for those
children.

With a tax credit, you impact your tax returns directly. If these
changes were in effect when I was raising my children—now they
are all raised and have families of their own—don’t you believe
that it would have made the Tax Code a heck of a lot more family
friendly than it is presently?

Mr. HUTCHINSON. Absolutely. I couldn’t agree with you more, Mr,
Bunning. I think the figure I have is 37.6 percent of the income of
the average family is taken in taxes at some level now, and I was
amazed back in the district this past weekend how many people
walked up to me at the mall or on the street and said, please fight
for that tax credit for children, that we forget—it is very easy for
us to lose touch with what clothing costs and how that is hitting
the family, and the automobiles and tuition and food costs and ev-
erything else and how that has squeezed the middle-class family.

We do the EITC (earned income tax credit) for the low-income
people and we try to target tax relief. The middle-class family just
gets hit over and over again. This is the first step toward providing
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some real relief, leaving the money back in the pockets of those
parents.

Mr. BUNNING. Senator Grams, could you possibly answer the
critics which say, you are only giving the tax relief to married cou-
ples who have children? I would like to know how you would an-
swer those critics of this tax relief in regard to that.

Senator GRaMS, Well, basically the families have been the ones
most under attack in the Tax Codes over the last four decades
going from 2 to 24 percent. I would say that if we added in all the
taxes, property, sales, Social Security, income taxes, we are at close
to 50 percent—49 point some percent of money made by Americans
today goes to some form of supporting government, which is 2 per-
cent growth over the last 2 years, by the way, from 47 to 49 per-
cent.

But to the critics who complain, I think families are the ones
that need the relief. Where would that $500 per child go? Would
some of it go to savings? Yes. The rest would go to help support
the child in food, clothing, shelter, a better education. Those are a
lot of the services now that government wants to offer,

The only thing is they want to take the money, send it to Wash-
ington, then send it back to provide the services that the individ-
uals can provide for themselves. But on the other hand when the
critics would say only families would benefit, as we begin to reduce
the deficit, reduce the role of government, everybody in society is
going to have some benefit from that. So there are also other bene-
1ts to other people who do not have children or who have children
now that have left home.

Mr. BUNNING. One last thing. According to the information I
have, over 50 million families would be included. Do you know how
many would be left out?

Senator GRAMS. The vast majority of people in this country are
family people or have children, and, as I said, they are the ones
that even if you lock at just the Tax Code and the child credit from
1940 till now, as Mr. Crane mentioned a short while ago, that it
is only about 25 percent of what it could have been if it would have
just kept pace with inflation.

So I think to put more emphasis on giving these credits, as you
said, helps families to raise their children without having to rely
more ¢n government. So in this respect, I think we are putting re-
sponsibility and also accountability back to families and t.aiing
some of it away from the Federal Government.

Mr. BUNNING. Thank you, Mr. Chairman.

Chairman ARCHER. Mrs. Kennelly.

Mr. Coyne.

Mr. CovNE. I have no questions.

Chairman ARCHER. No questions.

Mr. Houghton.

Mr. HOUGHTON. Thank you, Mr. Chairman,

Gentlemen, thank you very much for being here with us. I am
in general agreement with what you are trying to do. I have got
a couple of questions, though.

The first—I am a little confused why you don’t do all this
through the earned income tax credit. Maybe it touches a little bit
on what Mr. Archer was saying. But you have a cap on claiming



21

the credit. You have your income tax liability, your total payroll tax
and then that is offset by EITC (earned income tax credit), and I
just don’t know how those two things interact. So that is one thing.

Another thing is, I don’t know how this helps, specifically, the
people in need in my district. Let me just give you some figures.
Of the three largest towns—and this again 1s in a rural area, the
average annual income goes from $18,500 to $24,100. So really, in
effect, about 40 percent of the people who really need help can’t get
it through this process. If it will work through an earned income
tax credit, they might be able to do it.

Mr. HUTCHINSON. Mr. Houghton, I am not a tax expert and I will
leave that to you all. I think that this is only going to minimize
the impact of the ITC which is currently available, that what we
are really doing is playing catchup. We are trying to level the play-
ing field on how we have, over the last 40 years, gradually made
the Tax Code more and more hostile to the family.

People say, well, why are you picking families with children?
Why are you giving them the special benefits? It is not a special
benefit. We are just trying to catch them up with where they
should have been had we indexed things back since 1948. They are
the ones being squeezed. They are the ones being hard hit.

I really think that it will hit the vast majority of middle-class
Americans, that it will leave that money in their pocketbooks,
allow them to make the choices that we currently are making with
that $25 billion and the numbers are there for Kow it will impact
each congressional district in this country, how much will be re-
turned to middle-class families. I think it is a good way.

Mr. HOUGHTON. Congressman, I agree with the basic thrust here.
There isn’t any question about it. But you know, what is middle
class? It goes anywhere from $15,000 to $115,000 in terms of how
you ask. But the people who are closer to $15,000 are the ones that
need it, don’t quite get it the same way. They might have gotten
it through a different process.

Senator GRAMS. Right now, most of those with earned income tax
credits are getting that type of relief. Those are built into the Tax
Codes. But it is the families over that poverty level or over that
amount, the $20,000 and up, as you talked about.

Mr. Houghton, in your district alone, you would get about $60.7
million a year in tax relief just in your d);strict. I think if you went
and asked the average family if $500 or $1,000 or $1,500, depend-
ing on the size of the family, wouldn’t mean something to their bot-
tom line or their quality of life, I think you would have some strong
arguments.

That, again, is not the cure-all. It is not the panacea for the prob-
lems, but it is a good start and it is a way of emphasizing support
for those who I believe have been shouldering the burden. We have
offered so much in government programs and cuts and programs
for those below the poverty line. We seem to have forgotten the
middle class. What we have asked for them to do is pay the tab
and not get any relief. So this is strictly, or one of the areas pointed
at, those above that line.

Mr. HouGHTON. Thanks very much.

Chairman ARCHER. Mr. Hancock.
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Mr. HaNcock. Thank you, Mr. Chairman. I will be extremely
brief.

Thank you for your testimony. I support you all the way. I have
ever since you started the idea. I just hope that we can—in addi-
tion to this, come up with incentives for savings that will apply to
everybody, rather Sxan just concentrating on the middle-income
members that have family only, because we have got to come up
with some tax relief to encourage the savings programs that the
il‘ax Code has stopped middle-income people from being able to uti-
ize.

Thank you very much for your testimony, gentlemen.

Mr. HUTCHINSON. Mr. Hancock, I appreciate those comments. I
think all of us ought to be concerned about the low savings rate
in the United States. I think we have the lowest savings rate in
the world. That needs to be addressed.

But I think also that if a family has two children, they have
$1,000 more disposable income because of this tax credit, they are
going to have something to put in that savings account or in that
savings bond and start setting it away for college tuition so it is
at least a step in the right direction.

Mr. HANCOCK. But you do agree we have to make those savings
plans available and give the citizens an incentive to put them into
effect. Thank you.

Chairman ARCHER. Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman. I want to
thank my colleagues for their testimony today.

Senator Grams, congratulations.

Senator GRAMS. Thank you.

Mr. PAYNE. My question really goes back to what Congressman
Gibbons was asking about earlier, and that has to do with this
whole notion of responsibility and fiscal responsibility, which is
something that this committee is charged with and something that
we certainly take a great deal of pride 1n.

As we have learned in terms of the balanced budget amendment,
which we will be voting on next week, in order for us to success-
fully find a way to a balanced budget by the year 2002, we know
that we will have to find $1.2 trillion of reductions in cost between
now and the year 2002. That is a very substantial number and it
is a very substantial undertaking to accomplish.

We are now proposing in the Contract as we—as one of the first
things we do—to add to that $1.2 trillion through various tax cuts.
This, of course, is the one that is viewed by the Treasury as the
most expensive. Those tax cuts cumulatively add about four-tenths
of a trillion dollars, which is $400 billion. So we are now talking
$1.6 trillion.

I know you have thought about this in your proposals last year
as dyou thought about how we would find our way to a balanced
budget, because I believe you both support that notion. My ques-
tion is: What specific recommendations do you have or what can
you say about reducing the cost of government that would offset
numbers such as $1.6 trillion between now and the year 20027

I think that is where we are headed some time during this Con-
gress as we begin to make these decisions. Tim, maybe you could
Just comment on that.
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Mr. HutcHINSON. OK. Thank you for the question. Let me just
say, in my view, deficit reduction and family tax relief are not mu-
tually exclusive, that we can do both. We must do both. In the Re-
publican budget which was submitted last year, we had the $500
tax credit. We also had the spending cuts to offset it. I don’t want
to face the American people and say we can’t—because we can’t
control our spending, we can’t afford to give you tax relief. I think
we have got to do both.

In our Contract With America, there is a commitment that the
specific spending cuts will be there to offset the tax relief. But too
often these things are presented like they are new spending pro-
grams. This isn’t a spending program that is costing the Treasury
more money, it is leaving money in the pockets o? hard-working
Americans where it ought to be, letting them make the decisions.
They are going to spend some of that. It will be good for the econ-
omy. Most of all, it will provide some much-needed relief. I think
we can do both. We must do both.

We have a big job between now and the year 2002. I hope we put
the disciplinary mechanism of the balanced budget amendment in
place and then set about the hard task of doing some entitlement
reform and identifying specific spending reductions. I am willing to
make those hard votes but I think we have to look at the eyes of
the American people and say you deserve this relief and we are
going to do it.

Senator GRAMS. Mr. Payne, I would just like to briefly add to
that, when we talk about $1.2 or now $1.6 trillion in spending cuts
over the next 8 years, you have to put that in the context where
this government is going to be spending over $13 trillion at the
same time. What we are looking at is an 8-percent or less than 8-
percent cut in the budget over that period of time.

Now if we, in our own private lives, had to make an 8-percent
reduction in our spending habits to ward off a catastrophe that our
family was facing, we would do it. In the private sector, General
Motors has done it, IBM has done it, Sears is doing it to try to stay
profitable and in business. The Federal Government has no less of
an obligation.

When you are talking about tax cuts, you talk about productivity.
We did double revenues in the eighties with the tax cuts proposed
under President Reagan. President Kennedy knew the value of tax
cuts that he offered in the early sixties. We didn’t get the high defi-
cits in the sixties because we didn’t increase spenging at as foolish
a rate as we did in the eighties.

So, again, I go back to Mr. Gibbons and his remarks about how
we need the tax cuts, which I believe are better for families. It is
going to increase productivity, and can even increase revenues to
the Treasury. But we have to have, on the other hand, the spend-
ing cuts to balance them and then use them for deficit reduction.
I think we can do both.

Mr. PayNE. I do appreciate your comments. I would say two
things. One is that certainly we have to offset these costs and we
all recognize that. But second, we are also on another track and
that is a track to balance the budget that says not only do we offset
these costs, we have a lot of other costs we are looking at as well.
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I think we always need to keep that in mind as we are making
these decisions.

Two, I think that we can say in general that there will be cuts.
You have mentioned 8 percent and I have heard other numbers, as
well. But when we begin talking specifically about how is it that
we are going to achieve those $1.2 trillion in cuts, it seems that is
where we have much less discussion about the specifics. But I
know we will be getting into more detail later.

I too support the middle-income tax cuts, but I am really con-
cerned about how it is that we maintain fiscal responsibility, be-
cause I think that is very, very important as well. ‘

Thank you. .

Chairman ARCHER. The gentleman’s time has expired.

Mr. Ramstad.

Mr. RamMsTAD: Thank you, Mr. Chairman.

Mr. Chairman, just a followup comment. I like the way our dis-
tinguished colleague put it yesterday on one of the talk shows, or
rather Sunday, when he—when Chairman Kasich said we are not
cutting anything. Instead of increasing spending over the next 7
years by $3 trillion, we are going to increase spending over the
next 7 years by $2 trillion. I think that puts it in perspective.

I am glad to hear both of you talk about doing it right this time,
unlike the eighties when the commensurate spending cuts were not
made during the go-go years. Things were fine. Congress kept
spending the money like there was no tomorrow and, of course, we
saw the results in the deficit. But I am glad that both of you talk
about the need to make the commensurate spending cuts.

As an economist who sat in that chair last week put it, “As long
as the spending cuts are real, then it will be a wash from a macro-
economic standpoint and the standpoint of the deficit.”

My question is this to either or both of you: In looking at the
Clinton tax cut proposal that was recently put on the table, which
cuts off the child tax credit after age 13, would you care to com-
ment on that proposal as contrasted to yours?

Mr. HUTCHINSON. I will just comment briefly that I think it is
too little and it is spread out over too long a period of time. It does
not provide the kind of relief that is necessary. As a father of three
teenagers, I can tell you that the highest costs in child rearing
occur after they reach the age of 13, not before. I really think that
it is phased in over too long a period of time. It is not a sufficient
amount. The cutoff is too early at the age of 13.

Senator GRaMSs. 1 agree, too. I don’t think we can just pay lip
service to this or bite around the edges or make it look good and
go in the back rooms and say what can we do to fool the American
public into thinking that some kind of tax cut or tax relief is
enough. I think we have got to provide tax relief and cuts that are
meaningful and that when they open their wallets at the end of the
month, they can see that there is a difference. Not just to have the
headlines read that there was a tax cut and it doesn’t show up at
the kitchen table when they are figuring out their budget.

So, I think it is too little, and I think we have got to make a
meaningful statement and that is a minimum of $500 per child.
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Mr. RamsTAD. I thank you both for your responses. I must say
I am not surprised by them but I concur with them. Thank you
very much.

Chairman ARCHER. Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman. I guess I snuck in be-
fore the gavel went down. I appreciate that. I thank my colleagues
present and former for being here this morning for your good testi-
mony.

I really enjoyed that dialog you had with the Members of both
sides of the aisle here this morning. I think it has been interesting.
I think there is a general consensus we need targeted relief. I thin
middle-class familgies need the relief. It is interesting, to just reit-
erate, that there are other proposals on the table. There is a Gep-
hardt tax credit for children, as well. The Clinton administration
advanced its own proposal. The question is not so much do we do
this but how we do it and how we pay for it.

I think there is also a consensus this morning that we do need
to pay for it. For that reason, I have a couple of questions. One is,
do you think the $124 billion figure is a sound one? This gets into
the dynamic versus static scoring issue, and I have been instructed
this morning by hearing both of you say at different times that peo-
ple will use this money in part to increase their savings. I think,
Mr. Hutchinson, you mentioned at one point the benefits to the
economy. So it seems to me there would be some increased reve-
nue.

Do you have a comment on that $1.4 billion figure?

Mr. HUTCHINSON. I think economists differ on the economic im-
pact of family tax relief. They would probably say a capital gains
tax relief would have more economic stimulus than the family tax
relief. It has been so long since we did it, I don't know if anybody
can really project what the impact will be.

I am more optimistic. I think we have to have more spending
cuts to balance it. I don’t think you can go to dynamic scoring on
family tax relief. We have to assume it i1s a genuine loss to the
Treasury. But I am more optimistic about what the real impact of
the economy would be and that consumer spending, investment in
savings, all of that would result from leaving more money in the
pockets of American families. I think it would have a beneficial im-
pact and the numbers will not be as bad as what we have seen.

Senator GRAMS. Also, Mr. Portman, [ agree with Mr. Hancock
that Tax Codes can be written to encourage savings. If you give
people an incentive, they are more likely to do something than if
you provide the hammer. But also, I think when we are talking
about $24 or $25 billion, putting that into the pockets of parents
to make those decisions, I think they are going to make decisions
closer and better to their family needs than a bureaucrat in Wash-
ington. So if the money is going to be spent, I think the decisions
for the family are best made by the parents, rather than in Wash-
ington.

So to say that we are going to cut this money loose and give to
it a bunch of irresponsible Americans to spend at will rather than
having a smart government tax it away from them and spend it in
their best interest, I would opt for the former and let the parents
make the decision.
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Mr. PorTMAN. The second question I have relates really to Mr.
Gibbons’ comments with regard to the current economy. I think he
described the economy as being in full employment and full capac-
ity, and he questioned whether there was a need for tax relief at
this point and even questioned the potential inflationary impact.

I guess my question to you is: When would these tax credits
begin to affect the economy? When would they kick in?

Senator GRAMS. Well, I think by the time you get them into your
pockets. I mean, when you have either in your paychecks reduced
withholdings or the refund that you get in 1996, I think would be
the earliest. But I still think it is important that we look at this
as not hurting programs or people who need it. It is just to add
extra relief, an extra spending discretion to those people who earn
that money.

Mr. HUTCHINSON. I think that is a good point that you are mak-
ing that in fact those refunds will not come for some time. So to
speculate now as to what the impact may be in the next few
months on inflation is almost a moot point.

But I don’t want to face the American people and say we are
afraid it may be inflationary so we can’t afford to give you a tax
break at this time. We can always find an excuse if we don’t want
to give tax relief. So to speculate on how it might impact inflation
d}(:wn the road seems to me to not be a good basis for not passing
them.

Mr. PORTMAN. Thank you, Mr, Chairman.

Chairman ARCHER. Mr. Levin will inquire.

Mr. LEVIN. Thank you, Mr. Chairman. Good morning.

Senator GRAMS. Good morning.

Mr. LEVIN. I believe there is some strong general agreement on
letting the individual family make the decision. Let me ask you, if
there weren’t the savings to pay for the $125 billion, somewhere
between $120 and $125 billion and we had to choose between re-
ducing the amount of the credit or reducing income eligibility for
the credit, which of the two would you choose? Which course would
you select?

Senator GrRaMs. Well, I think we are looking at a scenario that
you are saying “what if” or maybe we don’t want to give this tax
credit for some reasons.

Mr. LEVIN. Let’s assume that when you put all the tax proposals
together that there has to be some give, that the amount simply
can’t be found and there have been increasing statements that we
have to end up with a balanced budget here. Let’s assume that the
scoring—there is agreement on the scoring and it doesn’t meet
some of the expectations and a choice has to be made between re-
ducing the credit or reducing the amount of income for which there
is eligibility.

Which ofythe two would you choose?

Mr. HUTCHINSON. Mr. Levin, I don’t want to climb into that box.
I heard that word “assume” several times. If you are in a ball
game, you are playing to win. You don’t assume a loss. I think
right now we have to find the spending cuts. We have to determine
that this is something worthwhile doing, that the middle-class
American family needs relief and we are going to find the money
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to do it. That is the approach I would take on it. Let’'s do what we
promised we would do for the American people.

Mr. LEVIN. Because I think it raises the question why you go up
to $200,000 and phase it out at $250,000, rather than a lower fig-
ure. So let me ask you, Representative Hutchinson, you said the
public says that they would prefer entitlement cuts to sustain a
middle-income tax cut. Which entitlements do you favor cutting?

Mr. HUTCHINSON. I don’t know if I am in the position to make
that decision. But the poll that I quoted said that the American
people support middle-class tax relief, family tax relief by a 3 to 1
margin, including the necessity to make entitlement cuts. I don’t
know that they were listed, given a list of what potential cuts
would be.

Mr. LEVIN. What would your preference be in terms of entitle-
ment cuts?

Mr. HurcHINSON. I don’t think that that is a proper thing for me
to res&)ond to. I am not going to present a budget today. I am com-
mitted to make the kind of votes that are necessary to find the
spending reductions to allow us to give tax relief to American fami-
lies. I am willing to do that. But for me to sit here and say that
I have made some kind of evaluation, I made some kind of study
as to where the most abuse and fraud is or where the most waste
is or where we can hurt people the least by making the reductions,
I am not in the position to do that.

I am in the position to say I will make the hard votes to find the
sgending cuts to give the middle-class families the tax relief. I
think we have to keep the focus in mind. The focus is the American
family deserves tax relief. They need tax relief. They are burdened
and they are stretched and we have got to find a way to do it.

Mr. LEVIN. Well, I agree with that sentiment. I do think that
each of us has to begin to figure out what cuts we would be willing
to vote for. That day is pretty imminent, thank you.

Senator GRaMS. I think we have to set goals, Mr. Levin, and fol-
low it up with action. We might run into some of those tough ques-
tions. I think if we go without answering those tough questions, we
are going to face more retribution from our children and grand-
children for not having done what is fiscally responsible and not to
pass these debts and burdens on to them.

Mr. LEVIN. I couldn’t agree with you more.

Senator GrRaMs. All cuts have to be across the board. All entitle-
ments have to be across the board. I think what Mr. Ramstad said,
quoting Mr. Kasich, “We are not talking about cuts in a lot of pro-

ams. We are not talking about endangering the lives of many in-

ividuals or a lot of the programs, only the growth of those pro-
grams. We are not going to spend $3 million or billion or trillion
1n increases, only $2 trillion in increases.”

So a lot of the question is going to be how much do we increase
spending, not how much do we cut. So I think those assumptions
are going to be the hard questions and the hard votes that you said
are coming in the very near future.

Chairman ARCHER. The gentleman’s time has expired.

Ms. Dunn.

Ms. DUNN. Thank you, Mr. Chairman, and welcome, gentlemen,
Congressman Hutchinson and Senator Grams, and congratulation
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on your ascension to the other body. My background is as a single
mother, and I raised two boys from the ages of 6 and 8, and they
are in their early twenties now. I must say it was at a rate of in-
come far below any of the limits listed on any of the options here.
I would like you to explain to me, both of you, how this child tax
credit would affect a single parent. What would be the require-
ments?

Senator GRAMS. There would be no differences between a single
parent or a two-family, two-parent household. But the thing is, for
many single parents that face a lot of these problems and are try-
ing to make ends meet, the $500 per child credit could mean maybe
not having to take in the second job for that single mom or single
dad and being able to spend more time with their children, rather
than having to meet the obligations of not only having one full-time
job, but maybe having to take on a second job.

So this is where some of the relief really comes in, that it allows
the_single person not to have a part-time job in order to try to pro-
vide what he or she feels is necessary for the family. Or maybe in
a two-parent household, that maybe the second parent doesn’t have
to work or maybe only work a part-time job. Again, allowing more
time for the family to be together. Those are really some of the
trigger mechanisms and the goals behind this program.

Mr. HuTcHINSON. I think, Jennifer, in a sense that it is going to
be more beneficial for the single parent, because they are so
strapped now. My sister is a single parent and she said pass that.
I asked her what $500 more disposable income would mean, and
she has one child, and it would mean a great deal, she made it very
clear. So I think the principles are the same. The impact will be
at least as great for the single parent.

Ms. DUNN. I certainly feel it would have been in my case. You
have talked about some of the incentives, some of the goals behind
the $500 tax credit for each child. Could you summanze those so
that we have a good clear view on how the ramifications would
}vlvor(]ic fgom this tax credit? What are we trying to do, what is be-

ind it?

Senator GRaMms. Well, I think the goal is to really put support
into the families, and again to go back to the wage earners that
when you have husband and wife working, that means less time to
spend with the child or the children in the home.

This way, maybe one of the family members can stay home or
only work a part-time job or in a single parent’s instance, maybe
only a part-time job rather than two. So it is trying to strengthen
the family, provide them money where it is needed the most, and
that is for food, clothing, shelter, and in the education of our chil-
dren. Rather than looking to the government for a program that is
going to provide me some assistance, when we have the money to
begin with, why send it to Washington and then go begging to get
some of it back to help? So really it is to put discretionary spending
back where I think the best decisions are made and that is to the
closest point, that is the family.

Mr. HUTCHINSON. I agree. I think we need two things. For one
thing, we put the U.S. Congress and the Federal Government on
record as being in support oﬂhe family. So often, our policies have
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indicated that we are hostile to the traditional American family. So
we do that.

It is certainly an empowerment bill. It empowers the American
family. Where now we take through confiscatory taxes on Friday
and give it back to them in a middle-class entitlement of one sort
or another which Washington, D.C., has made the priorities, and
we have made the decisions as to what is the best way for them
to spend it. We are saying you have the wisdom to make those
kinds of decisions and those kinds of choices, whether it is edu-
cation or whether it is the priorities for their own family. So it is
very much an empowerment bill.

Ms. DUNN. Also, that choice could be to save that money, so that
it would take us a step further toward one of our goals here in this
coniressional term of increasing the ability of families to save.

Thank you.

Chairman ARCHER. Mr. Collins.

Mr. CoLLINS. Thank you, Mr. Chairman, and thank you for your
testimony. I find it both very interesting and very informative.
Both of you mentioned time and time again about the fact that this
could not only help accrue money in the family’s budget for spend-
ing purposes, but also for savings purposes. )

We heard testimony last week about the fact that the savings
rate in this country has really dropped. There is also mention of
the fact that for those who don’t have children—what type of relief
are we going to be giving them? Is it not true that the repeal of
the marriage penalty would help many families, couples who don’t
have children? Is it not true, too, that if we put in place the deduct-
ibility of the IRA at the beginning or end, that will help families
who do not have children?

Also, will the repeal of the Social Security tax increase of 1993
help families who do not have children, as well as the earnings
limit? The question too was posed about whether we should go with
a credit route or exemption route or increase the exemption.

Is it not true that in order to reach a $500 credit based on a 24-
percent rate of family income, that we would have to increase the
dependent deduction to $2,000 to reach that $500 credit? Also, the
question has been posed about the earned income tax credit. The
earned income tax credit was passed in 1975, I believe it was, with
a twofold purpose. One was to offset Social Security tax deductions
for those of low income, and the other purpose was to encourage
people to work and keep them off of welfare.

But recent reports have shown that those who do work and re-
ceive the earned income tax credit have a tendency to work 2.1
hours less each week than those who don’t receive the earned in-
come tax credit. These recipients slow down their work rate when
they reach the phaseout threshold. They understand that if they
continue to work and accrue hours, the value of the credit de-
creases. So they try to hold the credits as high as they possibly can.

Is it not further true that any type of tax credit given to any one
individual becomes a tax liability for another individual or another
family to cover those credits? It has been mentioned about entitle-
ments and what entitlement programs that you would like to see
cut or abolished. I believe I understand the fact that if we go to
block grants to States, we in effect will be abolishing a lot of enti-
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tlement programs and making the Congress come back and address
those proposals each year in the budget process.

Again, 1 appreciate your testimony. Thanks again for the work
you have done. Hopefully, this Congress will give the people and
the families of this country a $500 tax credit per child.

Thank you. Thank you, Mr. Chairman,.

Chairman ARCHER. Mr. McDermott.

Mr. McDERMOTT. Thank you, Mr. Chairman. I just want to un-
derstand. First of all, I want to offer my condolences to you, Sen-
ator Grams, having to go over to the Senate. Everybody’s making
tha};l out to be a good deal, but I can’t see what the good deal is,
really.

I want to understand that the idea of this is that you think that
the people at the bottom who would not receive a refundable credit
because they haven’t paid any income tax, they already have it
made so we don’t need to think about them anymore. It is the peo-
ple above them that you are worried about.

Is that a fair statement of your fundamental underlying principle
under which you propose this?

Senator GRAMS. No. My belief is that under past Congresses we
have offered some form of relief or help in the earned income tax
credit area to those people making under $16,400 a year, but, at
the same time, we have forgotten those who make $16,401 and
more a year.

Under this plan, over 90 percent of it goes to middle-class Ameri-
cans making under $60,000 a year. They are going to get this. So
this is for those making between the $20,000 and tﬁe $60,000 wage
or combined income for a household, that we have forgotten and
have not offered any tax relief,

All we have asked them to do is to continue to pay more in taxes.
So this was an effort to make sure that there was some tax relief
across the board that was going to include millions and millions of
Americans. It is not to say that we are going to ignore them.

Mr. McDErMOTT. OK.

Senator GRAMS. It is not at their expense that this program is
being implemented.

Mr. McDERMOTT. Let me ask another question, because I think
it is an interesting proposition you have here, as you have alread
heard. There isn’t anyBody up here who is going to say we don't
want to give a tax cut. I mean there isn’t anybody that stupid in
the Congress, right? It is a question of priorities.

If you take the $500 a year tax credit, and I figure, you know,
$5 for a bottle of wine, that is 100 bottles of wine for a family, or
I guess you think that that is what people pick up in a secondy job
but when you look at it as $83 a month that that family’s going
to get, if you put a vote to the American people, do they want this
tax cut or would they like to have guaranteed health benefits,
which do you think they would take?

Senator GRAMS. How much are those guaranteed health benefits
going to cost them? That is not free either, Mr. McDermott. But
you ask them if $83 isn’t going to make the difference.

Mr. McDERMOTT. No, we are talking about money you are goin
to cut from the budget somewhere. Someday you are going to tel
us where from. OK So we got that money. Now we have to lay it
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on the table. Your decision is to hand it back to people as a $500
tax credit that they can do whatever they want with. You cannot
buy a health benefit package for $500 a year for a family of four.
It isn’t worth a thing.

So the question is, wouldn’t they rather have that money used
for the funding for a guaranteed health benefit package? Because
you have got half the people who are out there working full time—
half the people who don’t have health insurance are working full
time, and they can’t get into the insurance market. So you are tak-
ing this money and saying the priority that we think is appropriate
is Just hand it back to them. They can’t buy what they really need.

Mr. HUTCHINSON. Let me just cite, first of all, the family of four,
if I figure correctly, there is $1,000 available for them, not $500.

Mr. McDeErMmoTT. OK. But that $1,000——

Mr. HUTCHINSON. What we are saying is that is $1,000 they
ought to make the decisions about, not us. I think in the elections
this past year, in my opinion, they spoke about what they wanted
o}rll tax relief. They made their will very clear on that. I think
that——

Mr. McDERMOTT. So you would be willing to offer that as an al-
ternative?

Mr. HUTCHINSON. I don’t think you need to offer that as an alter-
native. I don’t think the American people see it in that kind of
stark this-or-that terms. But I do—— ‘

Mr. McDERMOTT. You are not selling the idea that you, for
$1,000 for a family of four, could go out and buy a meaningful
health care package?

Mr. HUTCHINSON. I don’t think anybody’s saying that. What we
are saying is right now we are a taiing the $71,000 and deciding
how it will be spent.

Mr. McDERMOTT. But these people are working full time and
they can’t get health insurance. So why take that money and just
cut it out of the budget and give it to them in a way that they
can’t—they can’t individually buy?

Mr. HUTCHINSON. Because they know better how to use this than
we do, and whatever they do with that $1,000, whether they apply
that toward their health care premiums or whether they decide
they are going to use it in savings or some other way, that ought
to be their decision and not ours.

Mr. McDERMOTT. I would disagree with you. I think that we
have a responsibility, when we are setting priorities, to deal with
the problems that really face the American people, the debt on
their kids, continued debt reduction, and providing health care ben-
efits for all the middle class who work. Nobody in this country
should work 40 hours a week, full time, and not have health care
benefits. Nobody should be threatened by any kind of-

Chairman ARCHER. The gentleman’s time has expired.

Mr. Hancock. Would the gentleman yield?

Chairman ARCHER. The gentleman’s time has expired.

Senator GRaMS. I just wanted to quickly say that I held about
100 town meetings over the last 2 years during the campaign. Most
meetings would start out by saying keep government out of my
health care.
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So I think by advocating that government can provide a better
service—and I disagree that the government is smarter and should
tax the dollars away and spend 1t in their best interest. I think it
is not what most Americans agree with. If we are going to make
}nistakes, let us make them, rather than taxing that ability away
rom us.

Mr. MCDERMOTT. The cutting of Medicare to get this money is
going to be a real problem for you folks.

Senator GrRaMS. Nobody is advocating that. You are right, we
hal;lle got to set a list of priorities. That includes everything on the
table.

Chairman ARCHER. Mr. English,

Mr. ENGLISH. Thank you, Mr. Chairman. Senator, Representative
Hutchinson, thank you very much for appearing before us today to
shape the discussion here and offer your views. You have clearly
played a very significant role in this debate.

Last year one of the things I found in my district was that work-
ing families were paying substantially more for the operations of
the Federal Government than their parents had. This was a power-
ful issue in my district. What I discovered as I campaigned was
there was a real demand for middle-class tax relief and tax equity.
As a result, I adopted your proposal as one of the planks of my
platform and found that it was extremely effective.

‘One of the things that I think we have touched on in this discus-
sion, and I would like you to amplify in your testimony on, is the
fact that the traditional mold for families was that there was one
earner. What we have seen is a dramatic shift to two earners. Part
of the equity argument here, I think, is that many things that were
traditionally done in the household off the tax rolls will now have
to be paid for out of a two earner’s income.

As a result, there has been an artificial expansion in the tax
base, working families are paying a lot more in taxes, but they are
also paying f%r child care, they are also paying for other household
activities, and they are taking a substantiaf’tax bite on it.

As a result, I think this has made a significant contribution to
the perceived problem, and I think it is a real one, that people are
earning more in some respects but have a lower standard of living
than the prior generation.

I was wondering if you could speak to the effect of your credit
in your view on how this problem would be addressed through your
proposal.

Senator GRaMS. I would just like to say that is why the tax cut
or benefit has to be substantial and really make a difference. The
$500 is a minimum that we would advocate. I think we go biparti-
san, when you look across the aisle, and Senator Lloyd Bentsen a
number of years ago had advocated a $1,000 per child tax credit.

When you look at numbers, and they could be debated, but 90
percent of the second income, to maintain a standard of living that
we don’t want to slip below or that a family has been used to, 90
Bercent of that second income has gone to pay the additional tax

urden and the additional cost associated with that job, whether it
is child care, transportation, or clothing.

So basically that second job has meant trying just to keep pace,
to pay the burdens of the increasing taxes and associated costs. So
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that is why if you have three children and a $1,500 credit, it might
be very appealing to a couple to have the second wage earner stay
at home, rather than going out for that second job. So it can make
a big difference. It can make a big difference in the quality of life.

Mr. HUTCHINSON. I certainly agree. Every family ought to have
the right to make the choice as to whether both parents are going
to go into the marketplace and work. But they also ought to have
the choice to have a single wage earning family. Most families
today don’t have that choice. They both have to go out and work.
And for two children at $1,000, or three children at $1,500, with
everything else that is impacted by what they pay in child care and
additional taxes, that $1,000, $1,500, could be the difference be-
tween the mom being able to stay at home or the mom having to
go out into the workplace.

Mr. ENGLISH. That has been my experience as well. I wanted to
leave you with one last question, because I see our time is runnin
low. In my own experience on the election trail last year, I foung
that this particular plan was criticized by some as tax cuts for the
rich because of what is viewed as the comparatively high threshold.

My concern is that by phasing down that threshold there might
be an increase in the work disincentives at an area of say $75 to
over $1,000. Could you please comment on that and suggest a way
around that? -

Senator GRAMS. Well, again I agree because more than 90 per-
cent of the credit goes to families making $60,000 a year or less.
To say that there should be a cutoff, you are advocating then that
those of higher incomes aren’t taxed enough. I think all Americans
are paying too much in taxes and all need some relief.

Mr. ENGLISH. So your proposal will improve the equity of the sys-
tem?

Senator GRaMs. I think it will. It also provides the incentive. It
doesn’t penalize somebody for working harder and trying to earn
more money than under some of the other proposals.

Mr. ENcLISH. Thank you, gentlemen.

Chairman ARCHER. The gentleman’s time has expired. Mr.
Herger.

Mr. HERGER. Thank you, Mr. Chairman. I just want to make a
comment, I want to congratulate the gentleman from Minnesota in
your election win. It is great to have you on the other side. Mr.
Hutchinson, I want to thank you also for your work in this area.

I really feel that the last comments are really the basis of the
importance, really get down to what you are doing is all about. I
think about when I was growing up during the fifties, late forties,
very early sixties, very few mothers worked at that time. I was
blessed, my mother did not work, she was home taking care of my-
self and my three sisters. There was someone there when I left for
school, there was someone there when I returned. I believe that
there are so many, and I don’t just believe, I hear it as I go out,
as I campaign, as we have just finished an election, as the two of
you have, as each of us have, there are so many mothers there who
would like to be home just as my mother was. There are many who
want to work and by choice they should be allowed that oppor-
tunity.
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But the point again, getting down to the real basis and the real
crux of why your legislation is so very important, I believe gets
down to what we have just been talking about, allowing us an op-
portunity to go back to that point where we were during the fifties
or early sixties in which at that time each personal-—the value of
each personal tax exemption was about 25 percent of their personal
income.

Today it is only—or in the early eighties, it was only about 9 per-
cent. Again, as you mentioned, that second income really is not for
helping the family live better. It is for paying for the cost of govern-
ment. What you are proposing certainly 1s not going to put us back
to that point where the mother really has the choice again. It at
least makes it a little bit easier for that mother to have the choice
of whether or not she is going to work and be away from her chil-
dren when they come home or whether she is going to be there or
not.

So for that major reason, I thank you for what you are doing. I
commend you. You certainly have my support. Thank you very
much.

Senator GRaMs. Wally, I would just like to comment that I agree
with you, because back at that time, 20, 30 years ago, if a woman
decided to go to work, a lot of times it was to provide the washing
machine that they wanted or maybe go on a family vacation, or
something that they could add or a benefit to the family.

Today so many are forced into the workplace in order to try and
maintain a standard of living that is being taken away from them
through higher taxes. So again, it has taken some of t{lose options
away. | agree.

Mr. HERGER. Thank you.

Chairman ARCHER, Mr, Stark,

Mr. STARK. Thank you, Mr. Chairman, and welcome to the wit-
nesses. I am sorry I missed the beginning of your testimony. But
I have had a chance to review it and the testimony of others who
will follow.

I notice that Mr. Burtless, from the Brookings Institute, is con-
cerned that your idea is good in the abstract, but it creates $100
billion deficit over the next 5 years. I am not hearing very great
specificity, as to how you would tend to that. Mr. Burtless says it
makes no sense to sagdle future generations with heavier bills for
interest on a larger Federal debt. There is a sound case, as you so
eloquently make it, for tilting the income tax more in favor of fami-
lies, especially those with limited incomes, but he goes on to say
that tax relief for families with children only makes sense if it does
not reduce the overall revenue collected under the personal income
tax, not from other cuts, but under the personal income tax.

Then Mr. Zelenak from the University of North Carolina Law
School is going to talk to us, and he is going to raise the issue that
is of some interest to Mr. Crane and me, and that is the question
of limiting this adjustment to only those with two children. Mr.
Crane gets gypped {)y three-quarters, me by half.

Now perhaps there is a credit implied gor birth control devices,
which I would support, and training to get families to plan. Why
did you determine that you should encourage smaller families, Mr.
Hutchinson?
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Mr. HUTCHINSON. I am not sure I understand—why did

Mr. STARK. Why are you limiting this to only two children? You
have something against big families?

Mr. HUTCHINSON. We don’t limit it to two children.

Mr. STARK. Oh, yes you do.

Senator GRAMS. There is no place in our proposal that says only
two children.

Mr. STARK. I believe that you will find that the credit disappears
after two children. You are not in favor of that, huh? It should be
for all children?

Mr. HUTCHINSON. I think, yes, it should.

Mr. STARK. Senator, would you agree?

Senator GRAMS. Yes.

Mr. STARK. All right. Now, you see, we have got some of the bi-
partisan changes here, Mr. Chairman. I agree, and I am sure Mr.
Crane will introduce the amendment, as the most experienced fa-
ther I think on the committee.

But getting back in a more serious note, the marriage penalty is
something that has troubled us on this committee for a number of

ears. Quite frankly, it is like a teeter-totter. You aren’t going to

elp one group of people even it out, you are going to penalize the
other. You just can’t—unless you spend an awful lot of money and
cut taxes for everybody.

I wish that you wouldn’t just kick it back to us. I wish you would
come up with a way within the Tax Code so that we could keep
everything nice and neat in this committee as to where we should
raise a little more revenue to direct it to families. That would be
of great help to us.

enator.

Senator GRAMS. You are assuming then that you have to raise
revenue to do this and implicating that you are going to have to
make cuts. Let’s leave that to the Budget Committee and not take
so much on your job then because I don’t think that the Federal
Government, has to continue to grow as fast as it has, and I don’t
think we need a Federal Government as large as it is today.

Mr. STARK. We need more defense you have told me.

Mr. GrRaMms. We can use more defense, but that will be set on a
list of priorities, and then the committees are going to have to
make tﬁat decision. The defense will be on the table with every-
thing else, but I think if we put defense in a list of priorities, the
safety of my children and not having to send my sons or daughters
to war is a {nigh priority of mine as well.

Mr. STARK. Who are you worried about attacking us? Do you
have news I don’t have? Are you worried about anybody attacking
us? You think Canada’s going to come across Lake Superior?

Senator GRAMS. No, but I don’t want to send my sons or daugh-
ter to the Persian Gulf or Bosnia if we don’t have to.

Mr. STARK. Unless we go to three-fifths majority vote on that,
that is not likely to happen.

Thank you.

Chairman ARCHER. Mr. Ensign.

Mr. ENsIGN. Thank you, Mr. Chairman. Well, I was glad to hear
your comments about ¥500 being a minimum, because I agree that
this is just a good start. We certainly need to go further.




36

I would like to get your comments. I have read various studies
that since the early fifties, late forties, if you compare the amount
of money that people pay for staple items, milk, bread, the various
things around, housing, cars, whatever it is, if you adjust that for
inflation, people are actually paying around the same or maybe
even a httle less for most of the items that we use to determine
what the standard of living is.

But when you take into account the amount of money that they
are paying in taxes, that is the difference in their standard of liv-
ing. We talk about the American standard of living, it should be
much higher because technology, for instance, in %arming allows
costs to come down to the average American person, average Amer-
ican person when adjusted for inflation. So I would like your com-
ments on how you think that we could go back to giving people
more freedom, whether to work or not work as far as a two-parent
Eamily is concerned, and when we can adjust this tax credit for in-

ation.

Mr. HurcHiNsoN. Well, I think—Mr. Ensign, I think you are
right, that the reason that the middle-class American family’s
standard of living has stagnated is because of the growth of govern-
ment and the burden, the taxation burden that has been placed
upon the middle-class family.

I think that this is how the middle-class family under this legis-
lation is being targeted for some kind of special benefit when, in
fact, what we are doing is recognizing the disproportionate burden
that they have shared over the years and that while the tax burden
has increased, their personal tax exemption for their dependent
children has not increased.

We are trying to do some catchup, and, as you said, the $500 is
merely a first step toward that, but it begins to balance, level the
playingfield some.

Senator GrAMS. It also could reduce their dependency on the
Federal Government for programs. I mean maybe more young fami-
lies could afford that first home without having to go to a govern-
ment program if they had more disposable income. Maybe they
wouldn’t need school lunch subsidies if they were allowed to keep
another $500 in their pocket where they could pay for their own
child’s lunches. So it would really—basically it is trying to reduce
the dependency on the Federal Government and put more of the
discretion back into the pockets of individuals.

Mr. HUTCHINSON. Fewer of them would need the student day
programs if they could begin to set aside some tuition savings ear-
lier when their children are young. So Rod’s right, there are so
many of these programs that we will lessen the demand and the
?tilitiy of them if we will give more of the money for the American
amily.

Mr. ENSIGN. We hear, obviously this committee is also dealing
with welfare reform, about illegitimacy in this country as being one
of the biggest problems that we have; single-parent families have
a very difficult time. Do you think that our tax system has led or
at least helped with the breakdown of the American family?

Mr. HUTCHINSON. I don’t think there is any doubt that our wel-
fare system has a kind of insidious incentive built into it that en-
courages out-of-wedlock births and has contributed to, not the sole
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cause obviously, but has contributed to the incredible explosion of
out-of-wedlock births in our country. That the ending of the welfare
system as an entitlement, the cutting off of cash benefits to moms
with out-of-wedlock children

Mr. ENsSIGN. Obviously, it is much harder to have a successful
marriage when both parents work. I don’t think there is any ques-
tion that the financial strains are much greater, the time away, it
is just much more difficult.

It seems to me that the Tax Code has basically forced, in a two-
parent family, both parents into the workplace. It should be their
choice about which parent works or which parent stays home, but
I don’t think that we as a government should be forcing both par-
ents into the workplace.

Senator GRaMS. I would say, Bob, it would be hard to debate how
much it has been detrimental, but it would be very clear to say
that it has not helped to promote family in any way.

Mr. HUTCHINSON. Excuse me, Rod. Marriage counselors say the
No. 1 cause of divorces is financial pressures. There is no doubt our
Tax Code, our antifamily Tax Code, has contributed to the kind of
financial pressures that lead to family breakup.

Mr. ENsIGN. Thank you, Mr. Chairman.

Chairman ARCHER. Less there be any lingering question as to
the provisions in the Contract relative to the per child credit, there
is no limit as to the number of children who are eligible for this
credit, nor should there be. Because of the cost——

Mr. STARK. Mr. Chairman.

Chairman ARCHER. The cost of-

Mr. STARK. At that point, he is quite right. It is the current cred-
it that limits it, it is not this new credit and I misspoke.

Chairman ARCHER. The next gentleman for inquiry is Mr. Ran-
gel. Mr. Kleczka.

Mr. KLECZKA. No questions.

Chairman ARCHER. Mr. McCrery is recognized to inquire.

Mr. McCRERY. Thank you, Mr. Chairman. Thank you, gentle-
men, for your excellent testimony.

One thing that continues to come up, though, that I am curious
to hear your views on, is the question of why we extend this child
tax credit to taxpayers making up to $200,000 a year. Let me first
hear your views, and then I will respond with maybe some of mine.

Senator GrRaMs. I will just go back again to quickly say this:
They need tax relief, all Americans are overtaxed. When you are
talking $200,000 a year incomes, you are talking less than 1 per-
cent of the population. So you are talking a very small number
compared to the vast majority, being 90-plus percent of this going
to incomes of $60,000 or less.

So while that can be an argument, it might be thrown as a road-
block. If we are going to look for ways to obstruct this tax cut or
this credit, there are going to be a lot of proliferous arguments to
obstruct that type of movement. But I just think if you look at it
in the context of all Americans can stand some tax relief, no matter
what income, the majority of this has got to be focused on where
it is going to do the most good and the majority is covered under
this plan.
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Mr. HUTCHINSON. We have all of these debates that go on about
what middle class really is. I think we need to make this as broad
as possible to ensure that the middle class, where there is no doubt
that the vast—the overwhelming majority of this 90-plus percent
will go to middle-class families under $60,000 per year.

We hear this class warfare thing that keeps coming up where we
try to pit one class against another in our society. If anything, this
ought to be broader, but certainly people, even though they may be
making more money, they still have faced the same kind of in-
creased costs in rearing children that lower middle-class families
have faced.

Mr. McCRERY. So you are suggesting that we take off the cap at
$200—I mean just say you make $10 million a year?

Mr. HUTCHINSON. I suggest that we pass the Contract bill. The
American people gave us a clear mandate to provide tax relief.

Mr. McCRreRY. Well, what is the purpose of the child tax credit?

Senator GRAMS. Well, just briefly, I think we can go over it real
quickly again, but trying to emphasize the importance of families
and to keep them together. Also, just the fact that Americans are
overtaxed, but again, a decision may be able to be made where
there is only one wage earner instead of two in the family, where
one can spend more time, as Wally mentioned, was so important.

I grew up, too, where my mother was always in the home and
it was great to come home smelling that baked bread or to know
that she was going to be there, rather than going to a day care in
the morning and being dropped off at a day care at night until my
mother got off from work. So it is really I think to help rebuild
some of the binds that have been cut because of the families being
forced to have two wage earners or maybe a single mom having to
have another part-time job, just to try to maintain some kind of a
standard of living that we want for our families.

Mr. HUTCHINSON. I see the tax credit as a first step toward em-
powering American families in restoring their ability to make
choices that have been eroded through the years because of the in-
creased tax burden that they face.

Mr. McCRERY. Well, I agree—you stated the purpose, and I am
not sure that that purpose really fits the family making $200,000
a year or $150,000 a year. The purpose for the child tax credit is
a very worthwhile purpose, and I understand that, and I am for it.

I am also for reducing the overall tax burden on all income earn-
ers, no matter what they make, because I think that is going to
contribute to a more robust economy and a more protective econ-
omy. But I am just wondering if we ought not consider the purpose
of the family tax credit, the child tax credit, and satisfy that pur-
pose in the most efficient way, and then take what is left, if it is
only $5 billion, I don’t know what it is, I think it is 95 percent of
the total revenue goes to families under $75,000, so we are not
talking about a lot of money, but if it is only $5 billion, why not
add that to the capital gains give-back? That is a more targeted tax
;:‘retﬁt, if you will, for productive investment to create jobs and so

orth.

I am just thinking through this. I am not saying that I disagree
with the $200,000 or the $150,000, but I think it i1s something we
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ought to think about and think through before we actually put it
in the Tax Code.

That is all I am saying and I appreciate your comments.

Senator GraMs. Thank you.

Chairman ARCHER. Mr. Johnson.,

Mr. JOHNSON. Thank you, Mr. Chairman. I am appalled by the
way this questioning has gone to you, gentlemen, because it is the
same old routine we hear all the time. Let’s take the money away
from the individual taxpayer and bring it to Washington and spend
it any way we want to.

I know one of our Members has said that no one Congressman
can say that they would never be for a tax cut, but I will tell you,
the administration is not for a tax cut. In fact Secretary Reich said
that yesterday. I think that we have got to get the money back in
the people’s pockets, in the pockets of the citizens, and that will
sil;)rengthen our families. I think that is what your proposal is all
about.

Would you like to comment, Senator, or Representative?

Senator GrRaMs. I agree with you, Sam. If you lined 100 families
up in this room today and asked each one of them, would $500 a
year make a difference to you or could you use that money in some
way, whether it is even just to take the family out for a pizza once
a month or something, I think you would hear a resounding yes,
that it is going to maie a difference. I think Mr. Reich should ask
that question, not what is good for the Federal Government or how
is it going to limit the Federal Government in spending as it wants
to, but how is it really going to benefit the families, no matter how
small a scale. This is not going to be the panacea or the answer
to all of our problems, but it is a good first step.

Mr. JOHNSON. The other question that keeps coming up is that
we know how to manage the money better than the people do. I
don’t think that is true, and the fact that we are going to create
“a deficit.” Nobody’s talking about a deficit here.

We are talking about putting more money in every citizen’s pock-
ets, and we are talking about not increasing the increase at the
same rate it has been going up in Federal spending and we then
will balance the budget.

Go ahead, Tim, excuse me.

Mr. HUTCHINSON. Well, exactly right, Sam. I think the American
people on November 8 rejected the notion that Washington, D.C.,
is the fount of all wisdom. The question in this legislation is wheth-
er or not Washington is going to continue to set the priorities for
the American family or whether we are going to let mom and dad
set the priorities for their own family.

Mr. JoHNsON. [ tell you something I would like for you to think
about that has been brought to my attention. Mrs. Dunn and I
agree that if we get the families down to the point where you don’t
have to have botﬁ of them working to maintain a quality of living,
that the parent who is not at work can get out and volunteer. Per-
haps the volunteer force will improve our relationship with the
poor and help the American economy overall.

Mr. HurcHINSON. Well, this legislation already at least makes
those kinds of choices a little more feasible than they are now.

Mr. JoHNsON. Thank you. I appreciate what you are both doing.
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Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Kleczka.

Mr. KLECZKA. Thank you, Mr. Chairman. I didn’t intend to ask
any questions of the panel, but based on some of the comments
made to Congressman McCrery, I am compelled now to do so.

The panel indicates, and, gentlemen, you have indicated that you
believe Americans are overtaxed and the tax relief proposal should
be as broad as possible. Senator, you indicated that if we lined 100
families up in this room, that all of them would agree that we
should have a tax cut akin to what you are proposing here. But
know full well that if you had 100 families in this room, two-thirds
of them under your proposal would get zero, since one-third of the
gamilies in this country have children and it is geared to only chil-

ren.

Why not provide this relief to all families, whether or not they
have children? How about the newly married couple who are trying
to save a couple bucks for the downpayment on a home, and even-
tually planning a family? You can make the case that they are
overtaxed also, but they get nothing.

I think of the proposal, as it stands now, wherein only one-third
of the Americans will receive this tax benefit, is ill conceived, and
the fact that it goes up to $200,000 and phased to $250,000, in m
estimation, is a heck of a lot higher than middle income. I thin
this committee will have to look long and hard at making that
more responsible and maybe use a $60,000 or $70,000 cap on that,
versus your new definition of middle-American incomes, which is
now $200,000 plus a year.

Senator GRaMS. Well, again, I would say to that young family,
it might provide a tax credit for them in the future, because for
most, and I am a grandfather of three, and I sure would like to see
my son-in-law and my daughter have that tax credit so they could
pay for things that they do, like right now, send their children to
a private scl%ool. So that gives them that type of an opportunity.
So overall, you can say one-third, I think it covers a broader base
than that. Maybe not today, but tomorrow or the next day.

So again, why argue agout tax cuts or how they are going to
come about? Let’s look and focus on the goal of reducing the tax
burden.

Mr. KLECZKA. Well, then let’s do it for all, let’s be fair and do it
for all Americans and not for only a select few, and especially those
$250,000 wage earners in this country.

Mr. HurcHINSON. If I might add, I think there is a
misimpression. In 1948 our government said that we want to recog-
nize that there is a cost, an expense that goes with rearing chil-
dren. Because our government said we want to be profamily, we
want to be on the side of families with children, they granted an
exemption, a deduction for those children.

Mr. KLECZKA. Which is current tax policy.

Mr. HUTCcHINSON. But we have not kept pace at all. If we had,
it would be over $8,000 instead of a little over $2,000. So while
costs have gone up, the burden has gone up, the squeeze has gone
up, the tax burden has increased enormously. We have said your
children aren’t worth as much as they were a generation ago. That
is what—we are playing catchup. This isn’t some kind of special
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break for families with children. It is saying we need to again rec-
ognize what we recognized in the forties.

Mr. KLECZKA. But if you are sincere in what you say that all
Americans should share in this tax relief, then make sure all
Americans do. Your proposal, my friends, does not.

Thank you very much,

Mr. Grams. Well, this could only be part of one. There are other
means here that you can put into practice as well in addition to
this. Is this the only tax cut on the table? I don’t think so.

Mr. KLECZKA. Well, for those same families you are talking
about, your capital gains proposal surely won’t touch them to any
great degree. So it is sort of slanted.

Chairman ARCHER. Has the gentleman completed his inquiry?

Mr. KLECZKA. Yes, sir.

Chairman ARCHER. Mr. Christensen.

Mr. CHRISTENSEN. Morning. My hats are off to you for introduc-
ing this legislation because I truly believe it is needed. I agree with
my colleague earlier who said we are giving money back to respon-
sible, hard-working middle Americans, versus letting more irre-
sponsible bureaucrats spend it. I find it hard how some people this
morning have stated that we are pandering to the six-pack crowd,
when in fact, it is rightfully their money and not the government’s.
I would like to know where your proposal differs from the Clinton
administration’s proposal, and does it help families more?

Senator GRaMs. Well, basically it doesn’t have an age cap on chil-
dren or the number of children. It is, I think, a better proposal
across the board because it does provide more dollars in tax relief
for middle-class families. About $25 billion a year compared to
somewhere around $10 or $12 billion a year.

So if we have got to set goals, let’s try. These are the contracts
that we made with Americans. This is what Americans made a
loud and clear decision about in November. To break that or to
come tinkering with something that looks like a tax cut but offers
no real tax relief or will not make the difference that it should, I
think that is breaking the Contract.

Mr. HUTCHINSON. John, I would add that not only does the Clin-
ton plan cut it off at age 13 for the children, but the $300, if I un-
derstand correctly, they are recommending a $300 credit, is below
what every study dealing with the family has recommended,
whether it was the Rockefeller Commission, whether it was the
Family Research Council, or whether it was the Bentsen proposal
or the Clinton proposal during his campaign in which he advocated
a $3,500 tax credit, that to drop below that $500 credit, you really
make it less than meaningful.

Mr. CHRISTENSEN. As I understand it, the Clinton administration
considers a family consisting of a $40,000 bricklayer and say a
$35,000 public schoolteacher, a rich family. Is that correct?

Mr. HUTCHINSON. The cutoff is much, much lower, you are ex-
actly right. So it would impact far fewer families.

Mr. CHRISTENSEN. Your proposal would not consider that family
rich, but more middle income?

Mr. HUTCHINSON. Exactly.

Mr. CHRISTENSEN. Thank you.
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Chairman ARCHER. Gentlemen, thank you for spending the time
with us this morning and giving us excellent input by your testi-
mony and responses to the questions. We are very grateful to you.

Mr. HUTCHINSON. Thank you, Mr. Chairman.

Senator GRAMS. Thank you, Mr. Chairman.

Chairman ARCHER. Thank you. The committee will stand in re-
cess for 5 minutes until the next panel is seated at the witness
table.

(Recess.]

Chairman ARCHER. Will our next panel of witnesses please take
their seats at the witness table. This panel was supposed to have
four witnesses. Dr. Besharov unfortunately could not stay, and we
did not anticipate the ]enith of inquiry for the previous panel. So
without objection, Dr. Besharov’s statement will be inserted in the
record at this point.

[The prepared statement and attachment follow:]
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American Enterprise Institute for Public Policy Research
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DOUGLAS J. BESHARQV
STATEMENT BEFORE
WAYS AND MEANS COMMITTEE
U.S. HOUSE OF REPRESENTATIVES

January 17, 1995

Mr. Archer, members of the committee, it is my great pleasure to come
before you today to discuss the important topic of tax relief for families with
children.

My name is Douglas Besharov. I am a resident scholar at the American
Enterprise Institute for Public Policy Research where I conduct research on
issues concerning children and families. I am also a visiting professor at the
University of Maryland School of Public Affairs where I teach courses on
family policy, welfare reform, and the implementation of social policy.

There are other people here who have much more technical expertise on
this matter. Therefore, in the time [ have, rather than discuss the technical
details of your proposal, I will address the conceptual issues surrounding it.

Over the last 30 years, a greater portion of the federal payroll and
income taxes has been shifted to (1) low- and moderate-income workers and (2)
families with children. As you know, one of the main reasons for this shift has
been the decline in the relative value of the personal exemption. Gene
Steuerle, who is also on this panel, has provided some of the best analysis of
this issue. Rather than steal his thunder--and his data--I will let him detail this
30-year decline.

As I described in the attached article from the Wall Street Journal,' this
greater tax burden on lower-income workers and families puts added financial
stress on them--and creates more pressure in two-parent households for both
parents to work.

Some experts justify this shift in tax burden on the basis that low- and
moderate-income families now receive additional benefits from the federal
government. But why do we need to take money from families in order to
give it back to them? Although many reasons are offered for why we do so,
when you get right down to it, the answer is simple: social engineering.

Taking money from families (or all taxpayers, for that matter) and
giving it back to them in the form of categorical assistance is a way of
controlling their spending decisions. So, for example, when tax funds are used
to provide student loans to middle-class families, we are taking money from

'Douglas J. Besharov and John C. Weicher, "Return the Family to 1954,"
Wall Street Journal, July 8, 1985, Op Ed page.
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one pocket and putting it into another--because we do not think that parents can
(or will) save the money themselves.

This kind of forced saving, or inter-temporal redistribution of wealth,
sometimes makes good policy sense. But we do it far more than we should.

In fact, the process can easily get out of hand, and can hook Americans
on a never-ending upward spiral of tax increases to pay for programs designed
to relieve the very burdens created by those taxes.

Lest you think I exaggerate, let me remind you of what almost
happened two years ago with the original Clinton proposal to expand the
Earned Income Tax Credit (EITC). If you remember, the administration
proposed providing a welfare-like "benefit” to families earning almost
$30,000--even as we tax the same families to help pay for the benefit. The
administration quickly withdrew this proposal, although I must add that the
current EITC has many problems that should be addressed.

So, I am a strong supporter of the kind of tax relief that you have
proposed because--besides aiding families--it comes with no strings. It
empowers families to decide how best to use their own money.

That, by the way, is why I would be concerned about the president’s
proposed tax deduction for college and other post-secondary tuition. As the
parent of a child about to enter college and another about to enter graduate
school, I suppose that I have a real interest in seeing his proposal become law--
and soon.

But his proposal has many technical drawbacks which others have cited.
For example, it is regressive and will likely result in higher tuition charges.
More importantly for me, it is a form of social engineering that tries to control
how families allocate their own resources.

Some experts object to your proposal because, even assuming deficit
neutrality (which I take to be an economic and political necessity), they think
any tax cut should go to reducing marginal tax rates. I, too, believe that lower
marginal tax rates could be an engine for great economic good. Nevertheless, I
think that you can pursue both goals--given the beating that low- and moderate-
income families have taken in the last three decades.

Before closing, I would like to make three subsidiary points. First,
given the current tax structure, I think that budgetary prudence and political
sensibility argue for a cap or phaseout of the credit. I leave to you the decision
of where to draw the line, but I would note that many families earning
$100,000 are comprised of two hard working parents each making the less
grand sum of $50,000. They do not feel rich at all. Instead, they feel stretched
in time and finances.

Actually, again given the current tax structure, you might consider
phasing out the credit at the same rate as the personal exemption. This is not a
perfect solution but it at least avoids creating yet another phase out rate--and
utilizes a politically acceptable precedent.

By the way, the tax distribution tables have always been the enemy of
thoughtful decisions about where such credits and other tax provisions should
be phased out. I recommend that you present the distributional effects of the
credit on a per capita basis or by family size.
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Second, if you have the money, 1 hope that you will not limit the credit
to younger children. Children do not suddenly become less expensive after age
thirteen, although there is a difference in costs between children who require
day care and those who are old enough to be left alone. Your objective should
be to return decision-making to families.

Third, I do not think that you should not make the credit refundable to
families with no income tax liability. Such families are in great need, but. as I
mentioned, there are enough worries about the operation of the EITC to pause
before creating even greater reason to file false claims while also further
distorting work incentives.

1 hope that you will start thinking about the long-term problem of
marginal tax rates for workers and families near the poverty line, which Gene
Steuerle has studied extensively. But this is a complex problem involving the
interaction of a number of tax and welfare programs.

Finally, even though I am an amateur in these things, I would like to
make one more political point: There will likely be great opposition to the cuts
that you plan to make in the funding of various programs--many of which
provide benefits to lower- and moderate-income families. I hope that, as you
propose these cuts, you show their connection to the tax credit that you have
also proposed. For, as I have tried to describe, they really are two sides of the
same reform agenda. If you succeed, more of the money that now goes from
one pocket to the other will stay where it belongs--with America’s families,
who will use their own good judgement about how to spend it.

Thank you.
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Chairman ARCHER. We are pleased to have the other three of you
here this morning. You are well known to this committee and well
known to many people in this country. We would like to recognize
you for your input on this part of the Contract With America.

We would like to start off with Dr. Steuerle, please, if you will.

STATEMENT OF C. EUGENE STEUERLE, PH.D., SENIOR
FELLOW, URBAN INSTITUTE

Mr. STEUERLE. Mr. Chairman and members of the committee,
providing a credit for children is at its heart an issue of how the
tax system should be adjusted for family size, and how to treat in-
dividuals who move beyond welfare by working or marrying some-
one with income.

In that regard, the simple notion of providing tax relief to the
middle class by itself is not adequate to tell us how to provide such
relief. For example, the case for relief for a family with children is
compromised substantially if increased debt burdens are left to
those children to pay off in the future.

Fortunately, as I understand it, almost everyone is committed to
ensurinﬁ that deficits do not rise and that debt does not increase.
Given that commitment toward a more fiscally responsible budget,
I would like to outline to you the primary cases for a credit.

The first case is restoring the value of the dependent exemption,
If the dependent exemption had been adjusted since 1948 to grow
at the same rate as income per person, today it would be about
$9,600 per person, and next year, in excess of $10,000, rather than
the $2,500 being provided in the Tax Code today.

The value of a dependent exemption in excess of $9,600—that is
the value if converted to a credit—would also be in excess of $1,500
per child. Far from being radical, therefore, proposals being consid-
ered today do not even come close to restoring the types of adjust-
ments that used to be made for the presence of children.

The income tax is meant to adjust for the ability to pay of house-
holds. Ability to pay, in turn, is affected by the size of the house-
hold. An adjustment for dependents can be made either through
credits or exemptions. If this year’s dependent exemption of $2,500
were adequate, then in theory it would imply that a couple with
two dependents and $50,000 of income, that is with $12,500 per
person, had the same ability to pay taxes of the family with half
as many members, that is a couple with no dependents and
$45,000 of income.

Now, it doesn’t take much reflection to realize that most families
are required to spend more than $2,500 per year on the food, cloth-
iing, housing, education, insurance, and health care of their chil-

ren.

In this regard, Mr. Chairman, I hope the committee will give spe-
cial attention to the presentation of distributional tables on tax
burdens. These tables can be very misleading unless adjusted for
family size. There is substantial evidence that the failure to make
family size adjustments in the design of itemized deduction phase-
outs, the earned income tax credit, and many other tax items and
phaseouts, are driven in part by distributional tables that often do
not adjust for family size. A great many decisions made by this
Congress will depend significantly upon whether a family of four



48

with $50,000 of income is compared with a household of one with
$50,000 of income, with the household with per capita income of
$12,500, or something in between.

The second major reason for favoring a credit for children is that
as long as we live in a society that is going to provide some mini-
mum amount of well-being to children, we must worry about the
pernicious signals, “don’t work, don’t marry,” that apply especially
to low-income individuals who have the potential to move beyond
welfare.

This is a structural issue that cannot be avoided. It is not an
issue of liberal or conservative leanings. Many lower and moderate
income individuals who move beyond welfare find that their family
income goes up by $1 due to work, but then they must return 70,
80 cents or more to the government in direct taxes and reduced
benefits.

In many cases, especially where account is made for transpor-
tation and child care, people who work are actually made poorer as
a consequence of working. For almost all welfare situations, mar-
riage causes them to be significantly poorer, and marriage causes
their combined income to fall by almost 20 percent or more.

Finally, Mr. Chairman, there are two other issues that I hope
this committee will consider in the process of adopting a credit for
children. First, adjustments for the presence of children are appro-
priate at all income levels and need not reduce the progressivity of
the income tax. Second, a child credit might be integrated more
fully with efforts made at welfare and health reform. I hope that
the committee will consider what they do in the welfare and health
areas at the same time that they consider many of these adjust-
ments for families and children.

Thank you.

Chairman ARCHER. I should have mentioned earlier that we do
appreciate your holding your verbal testimony to 5 minutes, but
should you ﬁave a longer written statement, without objection, that
would be inserted in the record. Further, Dr. Steuerfe, I should
have told the members of the committee that you are with the
Urban Institute where you are a senior fellow and we are particu-
larly delighted to have your institute represented.

Mr. STEUERLE. Thank you, Mr. Chairman.

[The prepared statement and attachments follow:]
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TESTIMONY OF C. EUGENE STEUERLE, SENIOR FELLOW
THE URBAN INSTITUTE

Mr. Chairman and Members of the Committee:

Providing a credit for children Is at its heart an issue of how the tax system should be
adjusted to account for family size, and how to treat individuals who move beyond welfare by
working or marrying someone with income. As you may know, my research on the decline in the
value of the personal exemption and the taxation of the family was used by President Reagan
to support a doubling of the personal exemption in the mid-1980s, by the National Commission
on Children to support a child credit in 1991, and by proponents in both the Congress and the
Executive Branch to support a child credit today. As a father of some of these bipartisan efforts,
therefore, | would like to take the liberty of urging that close attention be paid to the principles that
undertie the case for a child credit.

The simple notion of providing tax relief to the middle class, by itself, is not adequate to
tell us how to provide this relief. Since most government activity can be seen as payments from
the middie class to the middle class, that class can receive more expenditures over time only if
it eventually pays for them, and it can reduce its taxes only if it cuts the expenditures it receives.
Thus, the case for relief for a family with children is compromised substantially if increased debt
burdens are left to those children to pay off in the future. Fortunately, almost everyone is
committed to insuring that deficits do not rise.

Given a commitment toward a more fiscally responsible budget, my testimony outlines two
primary cases for a credit. First, much of tax policy is concerned with the allocation of the tax
burden rather than its total leve! -- the slicing of the pie, not merely its size. A strong case can
be made that the current system adjusts inadequately for the presence of children and that
households with children pay substantially higher taxes than other families with equal ability to
pay. Even a credit of $1,500 would be insufficient to restore the reiative value of the dependent
exemption provided in 1948. Second, a credit for children provides one way to attack the
extraordinarily perverse incentives of our combined welfare and tax systems. For individuals on
woelfare, the return to work is often close to zero, while couples typically will find their combined
income fall by 20 percent or more simply for taking a marriage vow.

Restoring the Value of the Dependent Exemption

If the dependent exemption in the income tax had been adjusted since 1948 to grow at
the same rate as income per person, today it would be about $9,657 rather than $2,500
(Figure 1). The value of a $9,657 dependent exemption -- that is, its value if converted to a credit
-- would be worth about $1,642 per child (Figure 2). Far from being radical, therefore, proposals
being considered today do not even come close to restoring the types of adjustments that used
to be made for the presence of children.

The income tax is meant to adjust for the ability to pay of households. Ability to pay, in
turn, is affected by the size of the household. An adjustment for dependents can be made either
through credits or, as at present, through exemptions. If this year's dependent exemption of
$2,500 were adequate, then in theory it would imply that a couple with two dependents and
$50,000 of income ($12,500 per person) has the same ability to pay tax as a family with haif as
many members -- that is, a couple with no dependents -- and $45,000 of income. After all, the
current tax Code charges them the same amount of taxes.

It doesn't take much reflection to realize that most families are required to spend more
than $2,500 per year on the food, clothing, housing, education, insurance, and health care of their
children. On a per person basis, the current tax Code implies that the family in the example with
$22,500 per person is not any better off than the family with $12,500 of income per person.

The argument here is not that the government should cover the normal costs of raising
children, only that the tax burden be adjusted to take some of these costs into account. The goal
in the income tax is primarily to measure ability to pay tax according to family size and then to
tax equally those who have equal ability. All tax systems explicitly or implicitly must decide how
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to treat different size families and how to vary that treatment according to the presence of
spouses and dependents.

Note, in this regard, that the presentation of distributional tables on tax burdens and tax
changes can be very misleading unless adjusted for family size. There is substantial evidence
that the failure to make family size adjustments in the design of itemized deduction phase-outs,
the earned income tax credit, and other tax items and phase outs are driven in part by
distributional tables that do not adjust for family size. A great many decisions made by this
Congress will depend significantly upon whether a family of four with $50,000 of income is
compared with a householid of one with $50,000 of income, with a household with per capita
income of $12,500, or something in between.

The relative decline in the value of the dependent exemption over the past few decades
led to a significant expansion of the personal income tax base, at least relative to income in the
economy. A large expansion in the use of credits, deductions, and exclusions also occurred over
the same time, leading to a reduction in the tax base. These historical changes, however, did
not apply equally to all types of taxpayers. They increased substantially the share of the tax
burden for households with dependents. Meanwhile the share of the tax burden declined for
others, in particular, those would could make use of other tax breaks.

A primary reason for providing a child credit or allowance, therefore, is simply that it would
be a means of adjusting for ability to pay by family size - a principle of equity that has been
ignored for some time now.

Reducing Welfare's Penalties on Work and Marriage

As long as we live in a society that is going to provide some minimum amount of well-
being to children, we must worry about pernicious signals and incentives -- Don’t Work! Don't
Marry! -- that apply especially to those low-income persons who have the potential to move
beyond welfare. This is a structural issue that cannot be avoided; it is not an issue of liberal or
conservative leanings.

Under current law, many benefits are provided for children through welfare or welfare-like
payments. To help pay for these benefits, they are phased out at very high rates of implicit tax
on additional income of the family. Many lower- and moderate-income individuals find that if their
family income goes up by $1.00 due to work, they must return 70 cents, 80 cents, or more to the
government in direct taxes or reduced benefits (Figure 3). In many cases, especially when
account is made for costs of transportation or child care, people who work are actually made
poorer as a consequence of working.

For almost all welfare recipients, marriage will cause them to be significantly poorer.
Marriage will typically cause the combined income of a couple to fall by 20 percent or more
(Figure 4). Thus, a couple who marry must simultaneously decide to force their children to live
a much poorer life. By the same token, divorce of many middle-income couples would increase
their combined income substantially under current law.

A child credit need not increase the payments made to those already on welfare. Nor
would It eliminate their participation in the welfare system. The approach mainly provides a
mechanism to reduce from confiscatory levels the combined tax rates for low-, moderate-, and
middle-income individuals who decide to work or marry.

The perverse nature of incentives in the current system weakens our ability 1o work
together as a society. Many welfare recipients, for instance, work part-time for low amounts in
an “informal” sector where wages are not recorded or reported to the government. Many others
live in informal relationships and share households in ways that avoid formal marriage
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commitments.  Still others combine their resources in ways common to any family. In a
backhanded way, some of this behavior contains social benefits; at least it involves cooperative,
productive, and community-sharing efforts. When it is made to violate the tax and welfare laws,
however, it breeds discontent for the law and restricts individuals from engaging in more formal
personal refationships where commitment is recognized through marriage and work contracts.

A More Systematic Approach

Here | would like to suggest three further issues for your consideration. First, a credit
provides a reasonable way of adjusting lifetime tax burdens according to ability to pay over a
lifetime. Second, adjustments for the presence of children are appropriate at afl income levels
and need not reduce the progressivity of the income tax. Third, the child credit might be
integrated more fully with other efforts at welfare and health reform. In that regard, attention
needs to be given to those low-income individuals who are not on welfare and would receive
neither welfare nor tax benefits for a child. With respect to heaith reform and reducing the
number of those without health insurance, we ought to consider whether child credits and other
family-type allowances should be paid to middle- and upper-income families who do not buy
health insurance for their families.

Adjusting Taxaes for Lifetime Circumstance. In some ways, the goal of a child allowance
is merely to adjust taxes and expenditures according to the lifetime circumstances of individuals.
The child-rearing years are normaily among the poorer years that individuals face over their lives.
A child is usually bom during the parents’ earlier years in the workforce - before they have
acquired seniority and much of the human capital that comes with work experience. For couples,
of course, child-rearing either requires significant outlays for child care or a decline in personal
income. For single heads-of-household with only one adult to handie both child care and work
in the marketplace, the cost of rearing chiidren may be even higher relative to total income in the
household. Whatever the reasons, recent statistics demonstrate that children are now the poorest
group in the population mainly because of their prevalence in younger households with lower
wages. By the time that children are gone from the household, on the other hand, other
economic circumstances usually have improved. Wages tend to be higher. In addition, assets
are usually greater and debt lower: substantial equity may exist in a house and a car or two.

The provision of a child credit or allowance, therefore, simply attunes the tax system more
to the life cycle circumstances of most households. When income is lower and the costs of child
care higher, the tax system would provide a modest reduction in tax. In later years, when the
househoid is usually better off, taxes would be higher because of the absence of such an
adjustment.

Family-Size Adjustments and Levels of Income. If there is to be a child credit, some
argue, it should be phased out as familles move into middle- or upper-income status. At fairly
high income levels, this philosophy is reflected slightly in current law through a phase-out of the
dependent exemption. Family-size adjustments, however, are appropriate at all income levels
since children raduce the average income within the household, lessen average consumption
levels, and leave less discretionary income out of which taxes can be paid. A closely associated
mistake is to believe that child allowances shouldn’t go to middle-income or high-income persons
because somehow this would reduce progressivity. This is incorrect.

Supposs, for instance, that society believes that two families with $50,000 of income each
(or $100,000 in total) should together pay total taxes, after child allowances, of $20,000. Suppose
additionally that one family has two children and the other none. A choice still remains: society
can decide that taxes, less child allowances, should be $10,000 each or $3,000 for the family
without children and $11,000 for the family with children. In either case, child aliowances have
no effect on the total tax burden paid by those with $50,000 of income. The child allowance
simply recognizes that costs of raising children is one source of ditferentiation in the needs and
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abilities of all households. Indeed, a strong case can be made that treating the two families with
$50,000 of income the samse is quite inappropriate. It is equivalent to treating children as
nonentities or consumption goods of adults rather than living members of the community.

Relationships Among Tax, Weltare, and Health Policy. Finally, over time | hope that this
Committee will give some consideration to seeing how child credits integrate with the welfare
system and with the health system. Some early attention to these issues could reap some large
dividends when these later reforms are considered.

Let me start with the welfare issue. If a non-refundable tax credit is provided through the
tax system, and welfare payments are provided through welfare, then one important group is left
out of the calculation -- those low-income individuals who neither receive welfare nor pay enough
tax to receive the credit. Indirectly the earned income tax credit might be argued to fill this gap
somewhat, but there remain some administrative problems with that credit that have not been
resolved. An integrated view of welfare, child credits, and earned income tax credits might help
us to set up a structure that both reduced some of the perverse incentives of current law and
dealt more equitably with this group of low-income individuals not on welfare.

With respect to heaith reform, last year there was considerable attention given to ways
that individuals might be induced to purchase health care -- as opposed to putting mandates on
empioyers. Although a modest step, | suggested that middie- and higher-income househoids
might be denied some tax benefits or made to pay a modest penalty if they did not buy some
form of health insurance for their families. In the context of a child credit, some consideration
might be made to limiting the availability of the child credit -- or other exemptions -- for middle-
and higher-income taxpayers who do not purchase insurance for'their children.
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Chairman ARCHER. Qur next witness is Professor Zelenak, with
the University of North Carolina School of Law. We would be
pleased to hear your testimony.

STATEMENT OF LAWRENCE A. ZELENAK, J.D., PROFESSOR,
UNIVERSITY OF NORTH CAROLINA SCHOOL OF LAW

Mr. ZELENAK. Thank you, Mr. Chairman, members of the com-
mittee. In evaluating the child tax credit proposal in the Contract
With America, there are two key questions. First, does the income
tax currently make adequate adjustments for differences in family
size? Secom{ if it does not, should an additional adjustment take
the form of an increase in the amount of the dependency exemp-
tion, or a child tax credit added to the current exemption?

The theory behind the dependency exemption is that ability to
pay tax comes only from income above subsistence, sometimes re-
ferred to as clear income, and that the cost of subsistence is a func-
tion of family size. Thus, the dependency exemption, if it accuratel
reflects the cost of supporting a child at subsistence, properly atfj
justs income subject to tax for differences in family size.

If, for example, the subsistence cost of a child is $2,500, then a
childless couple with $50,000 income has the same clear income
and the same ability to pay tax as a two-child couple with $55,000
income. There is near-universal agreement, however, that the cur-
rent $2,500 exemption level is unrealistically low, despite the fact
that it is based on official poverty level figures. Since their incep-
tion in the sixties, the poverty thresholds have been adjusted for
inflation, but not for growth in real income or for changes in con-
sumption patterns.

Because of growth in real income, the thresholds have declined
from about one-half to about one-third of median income. To the
considerable extent that poverty is a relative rather than an abso-
lute concept, people living at the poverty level today are poorer
than people living at the poverty level in the sixties.

The thresholds also have not been adjusted for changes in con-
sumption patterns. The sixties study on which the poverty level
was based arrived at the total subsistence cost of a child by mul-
tiplying the cost of feeding a child by three, because, at that time,
foog was one-third of the typical family budget. Today the appro-
priate multiplier would be five, because food is now only one-fifth
of a typical family budget, resulting in an exemption of over $4,000.

The ideal solution to the inadequacy of the current exemption
would be to increase the exemption to perhaps $4,000 or $5,000. At
the same time, the current phaseout of the exemption at high-
income levels should be repealed, since family size differences re-
sult in differences in ability to pay even among high-income tax-
payers.

gtanding alone, however, these changes would have a regressive
effect, because the tax savings from an increase in the exemption
is a function of one’s tax bracket. For example, a $2,000 increase
in the exemption would save a 36-percent bracket taxpayer $720
per child, but a 15-percent-bracket taxpayer only $300.

This regressivity could be eliminated by combining the increased
exemptions with increases in upper income tax rates, so that upper
income taxpayers as a group pay the same amount of tax before
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and after the legislation, but with less tax from those with larger
families and more tax from those with smaller families.

Mr. ZELENAK. With such a rate adjustment, dependency exemp-
tions are not about fairness between different income levels, but
about fairness between different size families at the same income
level. The problem with this, my preferred solution, is that rate in-
creases are decidedly not on this year’s legislative agenda, and
without compensating rate increases, I would not support an in-
creased dependency exemption.

The $500 child tax credit added to the existing exemption isn’t
appropriate under the clear income analysis. Converted to an ex-
emption equivalent, the combined exemption—credit illogically as-
sumes the subsistence cost of a child of a 15-percent-bracket tax-
‘payer is almost $6,000, but the subsistence cost of a child of a 36-
percent-bracket taxpayer is less than $4,000. Thus, the credit pro-
duces family size differences in incomes subject to tax that are ar-
guably too high at lower incomes and too small at higher incomes.

Despite this objection, I somewhat reluctantly support the pro-
posed credit. I do so because the income tax family size differentia-
tion is currently far too small at all income levels and because the
politically realistic alternative to the credit—an increase in the ex-
emption without an increase in rates—is unacceptably regressive.

Thank you.

[The prepared statement follows:]
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Statement of

Lawrence A. Zelenak
Reef C. Ivey Research Professor
Univeraity of North Carolina School of Law

before the

Committee on Ways and Means
United States House of Representatives

January 17, 1985

Thank you Mr. Chairman and members of the Committee. I am
Professor Lawrence Zelenak of the University of North Carolina
School of Law. I am testifying today on my own behalf. I have
recently completed a comprehensive study of the various ways in
which Congress might adjust income tax liabilities on account of
taxpayers’ family responsibilities, which will be published in a
forthcoming issue of the Tax Law Review of the New York University
School of Law. My testimony is based on that study.

In evaluating the child tax credit proposal of the Contract
with America, there are two key questions. First, does the income
tax currently make adequate adjustments for differences in family
size? Second, if it does not, should an additional adjustment take
the form of an increase in the amount of the dependency exemption,
or a child tax credit added to the current exemption?

The theory behind the dependency exemption is that ability to
pay tax comes. only from income above subsistence--sometimes
referred to as "clear income"--and that the cost of subsistence is
a function of family size. Thus the dependency exemption--if it
accurately reflects the cost of supporting a child at subsistence--
properly adjusts tax liability for differences in ability to pay
based on family size. If, for example, the pubsistence cost of a
child is $2,500, then a childless couple with $50,000 income has
the same ability to pay (the same clear income) as a two-child
couple with $55,000 income, and the current $2,500 exemption (the
inflation-adjusted amount for 1995) will result in the two couples
paying the same amount of tax.

There is near-universal agreement, however, that the current
$2,500 exemption level is unrealistically low, despite the fact
that it is based on official poverty level figures. Since their
inception in the 19608, the poverty thresholds have been adjusted
for inflation in the Consumer Price Index, but not for growth in
real income or for changes in consumption patterns. In her
excellent study of the problems in defining and measuring poverty,
Patricia Ruggles argues convincingly that simply updating decades-
old poverty thresholds for inflation is insufficient.!

Because of growth in real income, the thresholds have declined
from about one-half to about one-third of median income. To the
considerable extent that poverty is a relative rather than an
absolute concept, people living at the poverty level today are
considerably poorer than people living at the poverty level in the
1960s. The thresholds also have not been adjusted for changes in
consumption patterns. The 19608 study on which the official
poverty level was based arrived at the total subsistence cost of a
child by multiplying the cost of feeding a child by three, because
at that time food was ome-third of a typical family’s budget.
Today, the appropriate multiplier would be five (because food is
now only one-fifth of the typical budget), resulting in an
exemption of over $4,000.

Although I join in the consensus that the $2,500 exemption
level is too low, I do not agree with those who argue for a much
larger exemption--$8,000 or more--on the grounds that only such a

!  patricia Ruggles, Drawing the Line: Alternative Poverty
Measures and Their Implications for Public Policy (Urban Institute
Press, 1990).
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large exemption would be of equal value to the $600 exemption of
1948. The problem with the 1948-based argument is that it never
explains what was so special about the 1948 exemption level. Child
tax policy in 1995 should be based on 1995 costs of living (and on
1995 revenue needs), not on blind adherence to the tax law of
almost half a century ago.

The ideal solution to the inadequacy of the current exemption
would be to increase the exemption substantially, to perhaps $4,000
or $5,000. At the same time, the current phaseout of the exemptlon
at high income levels should be repealed, since family size
differences result in differences in ability to pay even among high
income taxpayers. Standing alone, however, these changes would
have a regressive effect, because the tax savings from an increase
in the exemption is a function of one’'s tax bracket. For example,
a $2,000 increase in the exemption would save a 36% bracket
taxpayer $720 per child, but would save a 15% bracket taxpayer only
$300. This regressivity could be eliminated by combining the
increased exemptions with increases in upper income tax rates, 8o
that upper income taxpayers as a group paid the same amount of tax
before and after the new legislation--but with less tax from upper
income taxpayers with larger families and more tax from those with
smaller families. With such a rate adjustment, dependency
exemptions are not about vertical equity (fairness between
different income levels) but about horizontal equity (fairness
between different size families at the same income level)

The problem with this solution, of course, is that rate
increases are decidedly not on this year’s legislative agenda, and
without compensating rate increases I do not support a substantial
increase in the dependency exemption, because of its regressive
effect. -

A $500 child tax credit added to the existing $2,500 exemption
is not appropriate under the clear income analysis. Converted to
an exemption-eqguivalent, the combined credit-exemption illogically
assumes the subsistence cost of the child of a 15% bracket taxpayer
is almost $6,000, but the subsistence cost of the child of a 36%
bracket taxpayer is less than $4,000.2 Thus the credit produces
family size differences in income subject to tax (clear income)
that are arguably too large at lower incomes and too small at
higher incomes.

Despite this objection, I somewhat reluctantly support the
proposed credit. I do so because the income tax’s family size
differentiation is currently far too small at all income levels,
and because the politically realistic alternative to the credit--an
increase in the exemption without an increase in rates--is
unacceptably regressive. I should add that my support is
conditioned on the assumption that Congress will find a way to pay
for the credit, so that it does not increage the deficit.

Finally, I hope that in the near future Congress will
undertake a thorough review of all the other provisions of the
income tax relating to dependent children, including head of
household status, the child care credit, the exclusion for
dependent care assistance programs, and the earned income tax
credit. Many aspects of these provisions are difficult to explain
or justify. I would especially call your attention to the failure
of the child care credit and the earned income tax credit to
provide adjustments for family size beyond the second child.

? A deduction of $3,333 would save a 15% bracket taxpayer

$500; thus a $500 credit is the equivalent of a $3,333 exemption
to that taxpayer. Adding the $3,333 exemption-equivalent to the
$2,500 express exemption produces a total exemption-equivalent of
$5,833. A deduction of $1,389 would save a 36% bracket taxpayer
$500; thus a $500 credit is the equivalent of a $1,389 exemption
to that taxpayer. Adding the $1,389 exemption-equivalent to the
22,500 express exemption produces a total exemption-equivalent of
3,889.
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Chairman ARCHER. | assume that J.D. means doctorate, so I will
refer to you as Dr. Zelenak. I thank you very much.

Dr. Burtless. Dr. Burtless is with the Brookings Institute. We are
pleased to have you and welcome your testimony.

STATEMENT OF GARY BURTLESS, PH.D., SENIOR FELLOW,
ECONOMIC STUDIES PROGRAM, BROOKINGS INSTITUTION

Mr. BUrTLESS. Thank you and thank all the other members of
the committee for the invitation to testify. I am going to confine my
remarks to just a couple of the parts of my longer testimony that
I submitted for the record, mostly dealing with the child tax credit.

First of all, I see a reasonable case for tilting the income tax in
favor of families with children, especially families with limited in-
comes. Young families headed by adults with little schooling have
experienced real erosion in their living standards over the past 20
years. This has occurred in part because of the decline in wages
that young men can earn. Adverse wage trends have pushed up
poverty rates among children. They have made it harder for young
families to buy their first homes. It would be ironical, however, if
we provided tax relief to these families mainly by piling extra Fed-
eral debt on the shoulders of their youngsters. Tax relief for fami-
lies with children only makes sense if it does not reduce the total
revenue collected by the Treasury.

Second, a generous child tax credit is going to make deficit reduc-
tion much harder. The credit will reduce immediate financial pres-
sure on families with children, like my own, but it will worsen the
long-term prospects of our kids and grandkids. The reason is very
simple. The plan adds to the amount of resources the Federal Gov-
ernment is going to have to borrow to pay its bills. Future tax-
payers must pay interest on the additional debt that will be in-
curred, raising the financial pressure on taxpayers tomorrow.

The credit offers tax relief for parents today, but it represents a
tax increase, I think, on future generations. We already have good
reason to be concerned about the financial prospects of those future
generations. They are going to have to support a huge generation
of baby-boom generation retirees. Since wages are climbing slowly
or are stagnant, future workers may not have higher incomes with
which to support all those extra older people. We are not really
sure our children will enjoy higher incomes than we do today.

Many of us are concerned that the future burden of supporting
a large population of the elderly, combined with slow wage growth
will leave our children with lower aftertax incomes than we receive
today. Under these circumstances, it seems to me wrong to lighten
current tax burdens only to make the burdens on future taxpayers
even heavier. If we describe the tax credit accurately, we would
label it as a tax increase on our children and grandchildren.

Third, many of you are going to object that the child tax credit
should not be viewed in isolation. The credit is part of a package
of proposals that also includes spending reductions and a balanced
budget amendment to the Constitution. Now, it is certainly true
that if a child tax credit were accompanied by a reduction in over-
all Federal spending, it would be less objectionable. If revenue
losses were matched by spending reductions, the Federal debt we
leave our children and grandchildren would be unaffected.
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But I see that as a serious problem, not a virtue of the proposed
credit. If we care about the well-being of our children and grand-
children, our central goal in fiscal policy should be to reduce the
Federal deficit, not to leave it unchanged. Painful spending cuts
should yield deficit reduction, not a deficit that remains constant
in relation to the size of national income.

The present deficit is too high in view of today’s low unemploy-
ment rate. In the long run, large deficits represent a threat to the
well-being of taxpayers even if deficits spare them from paying
taxes today. National saving fell sharply in the eighties. This oc-
curred both because of reduced private saving and because larger
Federal deficits absorbed a sharply larger percentage of the savings
that we had. The reduction in national saving was reflected in
lower spending on private investment. If we want to see private in-
vestment return to the levels of the sixties and seventies as a pro-
portion of national income, we should reduce net Federal borrow-
ing.

%Vhen you find yourself stuck in a deep hole, it doesn’t make
much sense to make the hole any deeper. Fiscal policy is in a hole.
We should not dig a deeper hole. The first step toward a sustain-
able fiscal policy 1s to avoid measures which make the deficit larg-
er. The generous tax credit for families would make our hole that
much harder to climb out of. I would like to get out of this hole.

[The prepared statement and attachment follow:]
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TAX CREDITS FOR CHILDREN AND
TAX REFORM TO REDUCE THE MARRIAGE PENALTY

Testimony for the
Committee on Ways and Means
U.S. House of Representatives

January 17, 1995

by
Gary Burtless!

Summary

Tax relief for families with children is a good idea in the abstract, but it will make
more difficult the process of reducing the deficit. The immediate effect of the credit is to
raise the federal deficit by over $100 billion in the next five years and by nearly a quarter of
a trillion dollars within ten years. Tax reductions may be welcome to today’s parents, but
they leave an unwanted legacy of greater debt to our children and grandchildren. The next
few generations of workers already face huge bills connected with the retirement of the Baby
Boom generation. It makes no sense to saddle them with even heavier bills for interest on a
larger federal debt.

There is a sound case for tilting the personal income tax more in favor with families
with children, especially families which have limited incomes. Young families, especially
those headed by men with a limited education, have seen some erosion in their living
standards over the past 20 years. This trend is partly due to stagnation or actual decline in
the hourly wages that young men can earn. Adverse wage trends have pushed up poverty
rates among children and made it harder for young families to buy their own homes. It
would be ironical, however, if we provided tax relief to these families mainly by piling extra
federal debt on their youngsters. Tax relief for families with children only makes sense if it
does not reduce overall revenue collected under the personal income tax.

New Tax Credits for Children

The family tax credit proposed in the American Dream Restoration Act offers the
wonderful virtue of simplicity. Taxpayers can easily calculate how the proposed credit will
affect their own financial circumstances. Families with one child who pay at least $500 in
federal income taxes will see their taxes fall by $500 if their annual incomes are below
$200,000. Families with two children who pay at least $1,000 in income taxes will see their
taxes fall by $1,000. As the number of children in a family rises, the potential credit rises by
$500 per child. Families with no children, with no income tax liability, or with incomes over
$250,000 a year will obtain no tax relief under the plan.

Making a bad problem worse. Because the child tax credit will make deficit
reduction much harder, I oppose the plan. This opposition is not based on financial self-

1 Senior Fellow, the Brookings Institution, Washington, D.C. The views expressed are solely

my own and should not be ascribed to the staff or trustees of the Brookings Institution.
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interest. (I have children, so would receive a big tax reduction under the proposed credit.)
The credit will reduce immediate financial pressure on families like mine, but it will worsen
the long-term prospects of our children and grandchildren. The reason is simple: The plan
adds to the amount of resources that the federal government must borrow to pay its bills.
Future taxpayers must pay interest on the additional debt that will be incurred, raising the
financial pressure on those taxpayers. The credit offers tax relief for parents today, but it
represents a tax increase on future taxpayers.

We already have good reason to be concerned about the financial prospects of future
generations. They will be asked to support a large generation of retirees through payroll
taxes needed to finance Social Security and Medicare. They will be asked to pay substantial
income taxes to support a large number of aged and disabled who are too poor to pay for
their own medical and nursing home bills.

As recently as the 1970s it was easy to be optimistic about the prospects of future
generations. Wages and compensation were growing strongly because of steady
improvements in worker productivity. Even if future generations of workers were obliged to
support larger generations of retired elderly, we were confident that the living standards of
future workers would be higher than our own. The rapid growth in wages meant that future
workers would be left with more after-tax income to spend on themselves, because their
before-tax incomes would climb fast enough to support a larger number of retired elderly.

The confidence of most Americans in the future has been shaken. We are less certain
that our children and grandchildren will enjoy more comfortable lives than we do today.
Many of us are concerned that the future burden of supporting a large cohort of elderly,
combined with slow wage growth, will leave our children with lower after-tax incomes than
workers receive today. Under these circumstances, it seems wrong to lighten our current tax
burdens only to make the burdens on future taxpayers even heavier. If we described the tax
credit accurately, we would label it a tax increase on our children and grandchildren.

Budget cuts. Many people who read these comments will point out that the child tax
credit cannot be viewed in isolation. The credit is part of a package of proposals that
includes spending reductions and a balanced budget amendment to the constitution. The
President has proposed a similar though less generous child credit, and he promises to match
the tax cut with some spending cuts.

It is certainly true that if the child tax credit were accompanied by a reduction in
overall federal spending it would be less objectionable. A $500-per-child credit is expected
to cost the Treasury $107 billion in lost revenue over the next five years and $137 billion in
lost revenue over the following five years. If the revenue losses were matched by the same
amount of spending reductions, the federal debt that we leave our children and grandchildren
would be unaffected by the combination of tax and spending cuts. But I see that as a serious
problem, not as a virtue of the proposed credit. If we care about the well-being of our
children and grandchildren, a central goal of fiscal policy should be to reduce the federal
deficit, not to leave it unchanged from its current level. Progress toward reducing federal
spending should yield deficit reduction, not a deficit that remains constant.
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Two Presidents and the last three Congresses have made progress toward reducing the
burden of the deficit. After averaging more than 5% of GDP in the mid-1980s, the federal
deficit has been brought down to less than 3% of GDP today. But the current deficit is large
relative the peace-time average deficit over the post-war period. And it is depressingly high
in view of today’s low unemployment rate. In the long run, large deficits represent a threat
to the well-being of taxpayers, even if deficits spare them from paying some taxes today.
National saving -- the share of national income that we collectively set aside for investment
and future consumption -- fell sharply in the 1980s. This occurred both because of reduced
private saving and because of larger federal deficits, which absorbed a sharply higher
percentage of private saving. The reduction in national saving was reflected in lower
spending on private investment. Productivity growth during the 1980s and early 1990s was
almost certainly affected by this development. Productivity improved more slowly than it
would have if the investment share in GDP had been higher. If we want to see private
investment return to the levels of the 1960s and 1970s, we should reduce net federal
borrowing.

Veterans on this Committee know how painful it has been to reduce the deficit to its
current level. No one should be under the illusion that substantial future reductions will
occur painlessly. Congress will find it difficult, if not impossible, to achieve the deficit target
enshrined in the balanced budget amendment. Giving favored taxpayers an annual tax
reduction exceeding $20 billion will only make achievement of a balanced budget that much
more difficult. Far-sighted voters and financial markets will question Congress’s
determination to achieve budget balance if the current Congress adds to the long-term
problem by passing a major tax cut this year.

When you find yourself stuck in a deep hole, it doesn’t make any sense to make the
hole any deeper. Fiscal policy is in a hole; we should not dig a deeper hole. The first step
toward a cure is to avoid measures that make the deficit larger. A generous tax credit for
families with children makes our hole that much harder to climb out of.

Tilting the tax code toward families with children. Many people believe the world has
become a more hostile place for American children. Statistics on child poverty support this
view. After declining sharply during the 1950s and 1960s, the official child poverty rate
rose modestly in the 1970s and increased about a third after 1978. Adjustments in the
poverty count to reflect more accurate measurement of price change and a more inclusive
definition of family income would probably show that child poverty fell during the 1970s but
rose substantially in the 1980s and 1990s.

Two trends have pushed up child poverty rates -- the increasing percentage of children
who live with only one parent and worsening job prospects among young men, especially
men who have received no education beyond high school. Families with children depend
overwhelmingly on wage earnings to support themselves. When real earnings fall, as they
have for many families headed by young men and young women, child poverty rates tend to
rise.

Of course, the proposed child tax credit would do nothing for poor families containing
children. The Tax Reform Act of 1986 permanently changed the tax code to remove poor
families from the tax rolls. Because poor families do not pay income taxes, they will not
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enjoy any tax savings from a nonrefundable tax credit. (Poor families with wage incomes
received substantial tax benefits as a result of the liberalization of the Earned Income Credit
in 1993, however.) Nonetheless, the credit would lift the tax threshold well above the poverty
line for families that contain children, helping families whose incomes are somewhat above
the poverty line. Table 1 below shows estimated poverty thresholds and tax thresholds for
1996, with and without the $500-per-child tax credit.

TABLE 1. ESTIMATED POVERTY THRESHOLDS AND TAX THRESHOLDS FOR FAMILIES
WwITH CHILDREN, 1996

TAX THRESHOLD TAX THRESHOLD
HOUSEHOLD TYPE / POVERTY UNDER CURRENT WITH $500
NO. OF CHILDREN LINE LAW CREDIT

MARRIED COUPLE / JOINT RETURN
Number of children

0 $10,574 $11,935 $11,935
1 12,710 14,535 17,868
2 16,081 17,135 23,802
3 18,844 19,735 29,735
4 21,100 22,335 35,668

SINGLE HEAD OF HOUSEHOLD
Number of children

0 $8,215 $8,540 $8,540
1 10,844 11,140 14,473
2 12,723 13,740 20,407
3 16,069 16,340 26,340
4 18,556 18,940 32,273

Source: Author’s calculations for households claiming the standard deduction based on assumption
of 3% annual inflation.

Under current law, the income level at which families begin to pay positive income
taxes is above the poverty threshold. Families containing no children will not be affected by
the tax credit, but families with children will see their tax thresholds lifted significantly as a
result of the credit. A married couple with three children will see its tax threshold increase
from $19,735 to $29,735, for example. Families with incomes in this range will be removed
from the tax rolls. Childless couples and single persons will be left on the rolls, however,
and they may question the fairness of being denied any tax relief.

On the whole, I favor easing tax burdens on low-income families with children if this
could be achieved without reducing revenues from the personal income tax. I question the
rationale for offering tax relief to families earning annual incomes of $60,000, $100,000, and
even $200,000, however. It would be hard to argue that these families have suffered losses in
purchasing power as a result of major tax increases or income reverses over the past 15 years.
Census and income tax statistics and Social Security earnings records suggest that these
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families have enjoyed at least modest income gains since the early 1980s. Their children
have not been harmed by heavier taxation or wage decline. If Congress believes it is
desirable to tilt the tax schedule in favor of moderate- and high-income families containing
children, it should achieve this goal holding overall personal income tax collections
unchanged. Since this involves imposing major tax increases on at least some classes of
taxpayers, 1 do not think voters will find this option very attractive.

Incentive effects. Apart from tax relief, a common motivation for tax reductions is to
improve economic incentives. In the case of the child tax credit, only one incentive is clearly
changed for a broad cross-section of Americans -- the incentive to have children. In
comparison with a childless couple that has the same income, a2 married couple with one child
would pay $500 less in taxes than is the case under current law. The same incentive for
additional child bearing is offered to both married couples and single people (see Table 1). If
it is thought desirable to encourage Americans to have additional children, a child tax credit
offers the advantage of simplicity and clarity. I am not aware, however, that increased
childbearing is considered highly desirable either by Congress or the general public.

Tax reductions are sometimes justified because they improve taxpayers® incentives to
work and save. The proposed credit can clearly have this kind of effect for taxpayers who
are removed from the tax rolls. Because their tax liabilities will fall to zero, the marginal
income tax rate imposed on their wage and interest income also drops to zero. Some
taxpayers may respond by working longer hours or setting aside more of their current income
as saving. But most taxpayers who receive tax relief under the plan will not see their taxes
reduced to zero. They will pay lower income taxes, but they will continue to face the same
marginal tax rate on income that they face today. They will receive higher after-tax incomes
but will face unchanged marginal tax rates. Most studies of work behavior suggest that
affected taxpayers will probably work somewhat less than they currently do, although I would
be surprised if the effect is particularly large. Economists do not know the likely effects of
the reform on personal saving.

One group of affected taxpayers will face higher marginal tax rates as a result of the
credit. Under both the Republican plan and the alternatives that have been proposed by
Democrats, the child credit would be eliminated over some income range. House Republicans
propose to eliminate the credit for families receiving between $200,000 and $250,000 per
year. Families in this income range will face a higher marginal tax rate than they do under
current law. Since their after-tax incomes will be improved by the credit, while their
marginal tax rates will be raised, economic theory and empirical evidence suggest that their
earned incomes will probably decline, though modestly.

Among the incentive effects meationed, only one is thought to be desirable by a large
majority of Americans. Most of us probably believe it is desirable to encourage moderate-
income breadwinners with children to boost their earnings through increased labor supply.
Low- and moderate-income breadwinners who are removed from the tax rolls will be offered
improved incentives for added work under the credit. The other incentive effects I mentioned
are ambiguous in value or are widely believed to be undesirable. It seems safe to say that the
child tax credit is being proposed to provide tax relief and to tilt tax burdens away from
families with children. It has not been advanced because proponents believe it offers
desirable incentive effects.
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Reducing the Marriage Penalty

A second plank of the American Dream Restoration Act offers up to $2 billion per
year in tax relief to reduce the so-called marriage penalty. Many two-earner married couples
perceive the current tax schedule to be unfair. They realize that they pay higher income taxes
jointly than they would pay separately as single individuals. Under a progressive income tax
system, it is difficult to treat married and single people equitably while still maintaining the
principle that tax burdens should rise with ability to pay.

Alicia Munnell, currently in the Department of the Treasury, has shown that is
logically impossible to achieve all three of the following equity goals of taxation:2

1.  Impose equal tax burdens on couples with equal incomes, regardless of how income is
divided between the spouse with lower earnings and the spouse with higher earnings.

2. Marriage neutrality, so that a man and a woman who each earn $25,000 owe the same
taxes whether they are single, married, or divorced.

3. Progressivity, which implies that a single person earning $50,000 should pay more
than the combined tax imposed on two single people who each earn $25,000.

Our present income tax system sacrifices goal #2 in order to achieve goals #1 and #3. In the
past, our system has sacrificed goal #1 in order to achieve goals #2 and #3. Some people
propose that we eliminate progressivity in the tax system. If this occurs, we can easily
achieve goals #1 and #2. However, as long as we seek to achieve all three goals, some
compromise between the goals will be necessary.

The marriage penalty in the present system has practical consequences besides the
perceived unfairness of the penalty. The spouse with lower earnings often faces a higher
marginal tax rate on earnings than he or she would face if unmarried. The penalty may thus
disconrage employment or reduce work effort below the level it would be under a system that
is nentral with respect to marriage. (The penalty may also discourage or delay marriage for
some couples.)

A crude but tolerably effective remedy for this problem is to offer a special tax
deduction to married couples where both spouses work. In 1981 Congress offered a special
deduction equal to 10% of the earnings of the spouse with lower earnings, up to a maximum
deduction of $3,000. The deduction was eliminated in the 1986 Tax Reform Act. Congress
and the Administration believed the deduction was less needed after marginal rates and the
number of tax brackets were reduced. However, the penalty on dual-income married couples
remains. If Congress wishes to reduce the penalty, one way to proceed is partially to restore
the special tax deduction in effect between 1982 and 1986.

The American Dream Restoration Act proposes to give up only a small amount of
revenue to reduce the marriage penalty -- $2 billion a year. The amount is so small that I do
not think the revenue loss and resulting deficit increase are particularly significant. However,
the small revenue loss ensures that the reform will not make a very big dent in the marriage
penalty, either.

2 Alicia H. Munnell, "The Couple versus the Individual under the Federal Personal Income Tax,”
in Henry Aaron and Michael Boskin, eds., The Economics of Taxation (Washington: The Brookings
Institution, 1980), p. 247.
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Chairman ARCHER. Thank you, Dr. Burtless.

Dr. Steuerle, considering that we perhaps do not have a complete
open door to do whatever we want to do, do you think that the
$500 per child eredit, which goes up to 18 years of age and up to
$200,000 of family income, is a reasonable approach? Is that a fair
statement that I have drawn from your testimony? If not, would
you correct me?

Mr. STEUERLE. I think that is a fair statement, Chairman Ar-
cher. There are some other adjustments that I might make. I don’t
know whether this committee would want to consider them. Again,
as I have noted and I believe Professor Zelenak has also noted, I
think it actually would be simpler to grant the credit at all income
levels and then, if one is worried about the impact on progressivity,
trying to make an adjustment elsewhere. I think that would be
simpler and it would avoid this problem of these phaseouts, with
their additional tax rates, hidden tax rates, and marriage penalties
and other things.

If you can’t find the adjustments elsewhere, then I understand
why they have to phase out. I also suggest in my testimony the
consideration of other items, such as how one might integrate with
what is %)oin(? to be done in welfare. Since I don’t know what is
going to be done in welfare, it is hard for me to get into a great
deal of detail.

But I am worried about the gap between the people who are on
welfare and getting welfare credits and those who might get tax
credits. There is a group in between that is not going to get any-
thing. So I would like to think about if we are going to make pay-
ments to States, for instance, some way of making sure this group
in between is also accounted for.

I also suggest that in the context of health care reform, I would
even consider such adjustments as, at least for middle and upper
income taxpayers, requiring that if they get a credit that they buy
health insurance for their children. At least those people have in-
come levels where we feel that such a requirement would be rea-
sonable.

All these things add complexity to what you are trying to do. The
reason I add them here is because the credit is probably the major
item that I see which is going to give something back to taxpayers,
as opposed to the expenditure reductions, which are going to take
something away from individuals.

So the time, it seems to me, to make these other adjustments—
and you may have many of your own, is at the time that we do the
giveaway, if we want to call it a giveaway. When we give the
money back to the taxpayer, we ought to think about how we bal-
ance these things as a whole. If we give the credit now and we de-
cide we need to do some other things later on, we will have a hard-
er time explaining how the balance is achieved.

Chairman ARCHER. Well, the one area that some of us might
take a little bit different semantic approach to is we are not really
giving anything. We are letting people keep more of their money,
and that was adequately articulated by the previous panel. But you
think it is not unreasonable to have a phaseout begin at $200,000.

Mr. STeUERLE. As I said, Chairman Archer

Chairman ARCHER Taken by itself.




70

Mr. STEUERLE [continuingl. I would have no phaseout at all. The
theory of family-size adjustment says that it 1s not a question of
how much people of $200,000 of income pay. It is a question of if
we have two families with $200,000 of income, does the one with
children have less ability to pay than the one with none, or with
a different number of children? One has children, one has no chil-
dren. Do they have different abilities to pay? Yes, they do and,
{;herlefore, it 1s appropriate to adjust for family size even at that
evel.

Chairman ARCHER. Thank you very much.

Mr. Crane.

Mr. CraNE. I thank the gentlemen for their testimony. I just
want to raise one question that is a concern to me, as Dr. Burtless
expressed it, and that is that we not be put in the position of pass-
ing the buck, in effect. I reared eight children with my wife and
we have four grandchildren so far and a fifth due. The major re-
sponsibility that those of us involved in making the laws for this
country have is living within our means down here.

There are times in an international crisis when obviously there
is an excuse for going into debt. But otherwise, I don’t see the basis
for having extended that burden and passing it on—especially the
magnitude of dollars we are facing today. We are imminently ap-
proaching a $5 trillion national debt, and the projections are that
it could go to $7 trillion by the end of the century.

On the other hand, it does seem to me one of the concerns ad-
dressed by Mr. Kasich is that instead of a projected $3 trillion in-
crease in spending between this year and tﬁe year 2002, with the
balanced budget amendment, we would only be spending $2 tril-
lion. I think there is a way to provide long overdue relief, especially
to families.

My kids grew up in the sixties and seventies. I think there is a
wa{ to avoid in effect inflicting real hardship on families with mul-
tiple children and simultaneously biting that bullet that does not
in turn pass the burden and the hit onto my grandchildren and my
great grandchildren when they come along. I would simply be in-
terested in your comments on that.

Mr. BurTLESss. Well, 1 think that when I heard Senator Grams
speak to the guestion of how he could identify cuts in spending that
would match this reduction in taxes, he was very hard pressed to
think of where he would go. He has been in the House. He has
campaigned, so he has thought long and hard about these issues.

I think it reflects the great difficulty of identifying exactly what
you would cut. I heard some people say that they would rather
have taxpayers spend money on their own rather than send it
down to irresponsible bureaucrats in Washington. I think that is a
direct quote. We should remember some of these things people are
spending money on through their taxes: Social Security benefits,
Medicare, interest on the debt, national defense. That is a lot—that
is a lot of the spending and it also represents a lot of the projected
increase in spending.

A lot of that additional $3 trillion is going to be for these items,
I don’t know how you view it, but I don’t view sending a Social Se-
curity benefit check to someone as a bureaucrat controlling the
spending of that money. Social Security permits our elderly people
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to live a decent living and partially receive back some of the tax
contributions they made earlier on,

Chairman ARCHER. I don’t think Social Security belongs in the
debate at all. There is a separate tax that goes into the Social Se-
curity trust fund, and we have, by incorporating that Social Secu-
rity trust fund in our total budget, made it look less offensive than
it really is.

But beyond that, we could have a big debate here about whole
departments of government that I would lop out of existence. I
know we could get into keen debate on that issue. But I remember,
for example, in 1980, Ronald Reagan campaigned on the pledge
that we were going to abolish the Departments of Education and
Energy promptly after he took office. These two new departments
had just been created by President Carter. We, unfortunately, did
not ( o that. But as I say, it is not just cuts but putting full freezes
in place.

I know that Congressman Burton from Indiana a couple of years
ago had a proposal just to put a freeze in place. It wasn’t a total
freeze. It preserved COLAs, and it had a 2-percent-per-department
provision for annual increases in spending. That was projected out
to produce a surplus shortly after the turn of the century. I think
it is more tightening the belt and ideally tightening that belt across
the board. :

I don’t think that necessitates invading what are designated
trust funds. In fact, trust funds, I think, have to be preserved as
such, and that is a separate issue as to how you finance them.

I thank the gentleman.

Chairman ARCHER. Mr. Payne.

Mr. PayNE. Thank you very much, Mr. Chairman. Dr. Steuerle,
you mentioned that perhaps if there were to be a $500 tax credit,
then there might be some kind of a requirement to purchase health
insurance for children. Did I understand that correctly?

Mr. STEUERLE. Mr. Payne, I am jumping into anot{ler topic here
and obviously it is something that I think the committee staff
would have to consider in detail. But during the health reform de-
bate, there was an issue of whether we wanted to have employer
mandates and I think as a country we decided that was inappropri-
ate.

But the alternatives were to consider things like individual sub-
sidies and individual mandates; that is, some requirements on indi-
viduals that they buy health insurance. One tentative way of ap-
proaching that issue 1s to take middle and upper income taxpayers
and to say to them if you are not buying health insurance for your
family, or your children, then you are going to be denied certain
tax benefits. The reason we do this is because—because by not buy-
ing insurance, if you face some catastrophe, you may indeed fall
back upon the public sector. You could have bought your insurance.
You didn’t. Now the public is going to have to pay.

So a tentative way of getting at that is to deny something like
a child credit or a dependent exemption or a personal exemption
for middle and upper income taxpayers who don’t buy health insur-
ance. It doesn’t solve the problem for the majority of the people
who don’t buy health insurance, but it is a way of getting at a
small piece of that puzzle.
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Mr. PAYNE. So this would then be one element of dealing with
a second issue which we will be dealing with this year, which is
health reform and how is it that we are able to find a way to make
public policy decisions that assist us with health care and particu-
larly the rising cost of health care.

Mr. STEUERLE. That is correct, Mr. Payne.

Mr. PAYNE. I just wanted to understand you because I had not
heard of that sort of proposal as we have listened to the elements
of the tax credit. Dr. Burtless, you talked about the conflict be-
tween reducing the deficit and tax credits. Are you suggesting that
there is no kind of tax credit here that makes any sense from a pol-
icy point of view?

Mr. BURTLESS. Well, I think there is. I think that I expressed my
agreement with the other people who have testified that there is
a good case for tilting the income tax schedule more in favor of
families who have children.

But I think that because the credit is so clearly directed at chil-
dren, we should also think about the obligations that we are impos-
ing on those children later on in their lives. We are already expect-
ing a lot of them. We are expecting them to pay for my Social Secu-
rity benefits and the benefits of people older than myself. If we add
to the debt in order to finance this credit for families with children,
we are not actually making their circumstances better off over
their entire lifetime. The children, I think, end up worse off.

I think that if we finance a more favorable treatment of families
with children through a reallocation of the tax burden, that is a
very sensible policy. But it doesn’t make sense to add to the long-
term burden on these kids by adding to the debt.

Mr. PAYNE. Next week we will vote on the balanced budget
amendment, an amendment to balance the budget of the United
States by the year 2002. We have learned, according to the Con-

essional Budget Office, $1.2 trillion is the amount of deficit re-

uction that will have to take place in order to meet that objective.
This contract will add some $400 billion, and so it raises from $1.2
to $1.6 trillion the amount that would have to be reduced.

Just quickly, because my time is almost up, do you have any
comments generally about the difference between a $1.2 and a $1.6
trillion hurdle as it relates to achieving this goal?

Mr. BURTLESS. Just figure out what the interest payments are
that we have to make in perpetuity to finance that $400 billion ad-
dition to the debt. Or alternatively, think of all of the additional
spending cuts above and beyond $1.2 trillion that you are going to
have to find in order to achieve the deficit reduction that i1s going
to be necessary to offset the cost of the credit. It is just a very steep
mountain to climb.

Mr. CRANE. The time of the gentleman has expired.

Mr. Hancock.

Mr. HancocK. Thank you, Mr. Chairman. I would like to just
ask this question: Isn’t this another form of social programming in
a way, that we have been historically, at least the Republican
party, has been trying to get away from for a long time?

If in fact we considered that this might be—I will leave it up to
you, whether you would determine that to be considered some so-
cial programming, what about the flat tax? I would appreciate, if
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you would, one by one, just tell me—is the flat tax something that
the Federal Government ought to be taking a real good look at?

Mr. BURTLESS. Well, the flat tax largely eliminates I think the
problem of the marriage penalty. So it does get you around one
problem. But I don’t think it spares you the problem of thinking
about how you want to make an adjustment to make an equivalent
tax assessment on households that have different sizes. You still
face that problem.

Even if you want to impose a flat tax, presumably it is a flat tax
on income above a certain minimum amount. You have to decide
what should that minimum amount of income be that is going to
be exempt from taxes? There I think most Americans believe we
should make an adjustment that reflects the responsibilities of dif-
ferent kinds of families. So I think you still have the problem of
adjusting for family size.

Mr. HaNcocK. In other words, what you are basically saying is
that the flat tax is again not a flat tax. Talking about a flat tax,
but then adjusting it based on the numbers or members of families
which in effect you don't have a flat tax then.

Mr. STEUERLE. That is correct. Most flat taxes either have some
sort of personal exemption or some sort of credit per person.

Mr. HANCOCK. A minimum tax, but not necessarily based on the
number of people in the household, a minimum amount.

Mr. STEUERLE. Whether you do it based on the number of per-
sons in the house or not, you are correct, it doesn’t become flat at
the bottom because you are imposing effectively a zero rate on
some taxpayers.

Mr. ZELENAK. Every flat tax really has two rates, a zero rate and
then one positive rate.

Mr. HaNCOCK. Dr. Burtless said that he thought it ought to be
looked at. I didn’t hear the other two. Do you think we ought to
be looking at a flat tax up here in the Congress or do you think
we ought to just say that is just some figment of somebody’s imagi-
nation, it will never work?

Mr. ZELENAK. Oh, I think clearly it can work. It is just the philo-
sophical question of whether—to what extent you believe in pro-
gressivity. I happen to favor progressivity. For purposes of this
panel, maybe the more important issue is that even under a flat
tax, dpresumably you want family size adjustments—at least I
would.

Mr. STEUERLE. First, I think the term flat tax is actually four or
five proposals wrapped up in something called flat tax. One is the
issue of how much do you want to change the system, vis-a-vis how
progressive do you want it.

The second 1ssue is do you want an income tax versus a con-
sumption tax. The third issue, which is important to this commit-
tee, is whether you want some of the simplification you get from
a flat tax because you can withhold at source. The bank can pay
the tax. You don’t have to file. That is a simplification. It also
tends to often lead to larger government. People don’t see what
they are paying.

So there are a lot of issues of the flat tax, some of which I think
1 favor, some of which I am less agreeable toward. But I think it
is not just the one issue. In regard to, as this panel has said, things
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like child credits or family size credits, flat tax proposals make
some adjustment anyway.

Mr. HaNCOCK. Thank you.

Mr. CRANE. Mr. Christensen.

Mr. CHRISTENSEN. Dr. Burtless, on page 4 of your written testi-
mony, you—in the second paragraph, reference giving favored tax-
payers an annual tax reduction. Who are these favored taxpayers
that you are referring to?

Mr. BURTLESS. Well, I just meant that the credit is tax relief that
is targeted on a particular kind of family—namely, families that
have children and whose incomes are high enough so that they ac-
tually owe taxes.

Mr. CHRISTENSEN. You go on in your written testimony to say
that people with annual incomes of $60,000, $100,000, and even
$200,000 should not be able to receive this kind of tax relief. You
question the rationale. I guess I would question your reasoning on
the fact that you take two people, as I questioned Senator Grams
earlier, a bricklayer making $40,000 a year and a school teacher
making $35,000 a year, under your scenario, they are rich.

If you talk to the hard-working people out there that are middle-
income earners, they will tell you that they are not rich by any
means. How do you define your rich category and how do you de-
fine your middle-income category.

Also, I would like to ask you when you are doing your various
analyses, do you use a static or a dynamic analysis? Which have
you done in the past and which do you favor in the future?

Mr. BURTLESS. Well, first of all, the $60,000, $75,000, $100,000
comment only reflected what I take to be income levels where the
financial pressures have been most severe on American households.
I do not mean to suggest that people with $100,000 or even
$150,000 are not middle-class people. I actually have a very expan-
sive definition of the middle class myself.

It is just that in that income range (above $60,000), American
households have not faced particularly higher tax burdens. They
have not seen a loss in their income because of adverse economic
trends. That is all I am saying.

With regard to dynamic forecasting, it is interesting, when I first
came to Washington in the late seventies, that is the very first
thing I worked at. I tried to estimate how much reform of the wel-
fare system of the United States would cost, taking into account
the fact that if you made benefits more generous or if you reduced
the marginal tax rates on low-income taxpayers, they might be ex-
pected to respond. As a result, I have tried very hard over my life
to figure out what the best estimates are that we can use in order
to make reliable predictions of what the cost to the Treasury would
be of changing the welfare or tax systems.

Mr. CHRISTENSEN. I have a question related to that. It is con-
cerning GAO estimates, CBO estimates, Joint Tax Committee esti-
mates, and this is a quick question for all three of you.

For example, the GAO has some 4,700 employees, a $400 million
budget to produce studies, which outside groups are already doing.
Is there a way that you would suggest we go at taking a scalpel
to some of these government organizations and could we eliminate
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a good majority of them or all of them and instead rely upon pri-
vate organizations?

Mr. STEUERLE. Mr. Christensen, I happen to be very much a fan
of these various agencies. I find that the committees, like Ways and
Means, that have the joint tax staffs often end up to be the strong-
est committees in part because I think of the knowledge base that
that type of committee staff gives them, vis-a-vis some of the other
committees in Congress that don’t have joint staffs or nonpartisan
staffs to support them.

Again, I have not looked at the levels. Certainly I understand
that there is going to be some attempt to look at GAO, which I
think is the only large agency of the ones that you mentioned—to
look at their size of staff and see whether all the audits and types
of things they do are necessary.

I can say as an outsider many of these studies are very, very
helpful at looking at ways of cutting expenditures, looking at issues
like a child credit as I said. The nonpartisan staff help empower
Congress to do some of the types of cganges that it is very much
looking forward to doing.

Mr. ZELENAK. I am sure there is room for cutting. I have been
generally impressed with the product that has come out of those
agencies.

Mr. CHRISTENSEN. Thank you. Thank you, Mr. Chairman.

Mr. CRANE. Mr. Levin.

Mr. LEVIN. Thank you, Mr. Chairman. Let me just ask you, since
the present exemption 1s related to income so that those in the
higher income bracket receive a greater benefit than those in the
lower, why do you say that the tax credit proposal should go forth
without relationship to income level?

Mr. STEUERLE. Mr. Levin, we are dealing with what is perhaps
one of the toughest sets of issues of taxation. One issue is how pro-
gressive does one want this system to be? A second issue is how
much do you want the system to collect? The third issue is, given
those, how do you distribute burdens among people at the same in-
come level?

The point I am making is that once we decide the amount we
want to collect and we decide the amount we want to collect, say,
from wealthy taxpayers, there is still a legitimate issue of how do
you distribute the burden among those wealthy taxpayers. So, for
instance, we could take two families. Let’s say each has $100,000
of income, so they have $200,000 of total income. We could say we
are going to charge each of those families $20,000 in tax. Or we can
say, in fact, that one family has children, the other doesn’t, and
there is a difference in their ability to pay tax. So, instead, we will
charge one $19,000 and the other $21,000. What you can see I have
done is I have collected the same amount of revenue. I have gotten
the same amount of progressivity, but I still have adjusted for fam-
ily size within those families.

So the point, again, that I am making is there is legitimate rea-
son to look at the burden within that income group, just as, for in-
stance, when we provide public education, we may charge wealthy
families more than they get back in public education, but there is
a legitimate issue of whether we want to provide public education
to all families at that level. There is a difference between what we
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want to do on net for wealthy families and how we want to distrib-
ute the burden among them.

Mr. ZELENAK. Mr. Levin, if I could take a stab at the same ques-
tion.

Mr. LEVIN. Go ahead.

Mr. ZELENAK. My preference would be to increase the depend-
ency exemption to a level that more realistically reflects the basic
cost of supporting children and then retain the current progres-
sivity by increasing tax rates at the upper brackets. So people mak-
ing g200,000 are paying the total tax they pay now, but more from
people without children, less from people with children. Given that
1s not going to happen this year, the question becomes, is it still
appropriate to make some adjustment for family size even at upper
income levels? I think it is.

The final question is, will it be paid for? My support for the ad-
justment is premised on the assumption that it will not increase
the deficit, it would be paid for. Ideally, I would like to see it be
revenue neutral within the tax system so that the cost that we are
relieving from larger families is being paid for by an increase on
the tax on smaller families—and perhaps I should add I have no
children, so this isn’t se]f-interesteg.

But given my ideal proposal isn’t going to be enacted this year,
does it make sense to provide more family size differential even at
high-income levels? Yes, it does, especiaﬁy given the current tax
system that provides absolutely no family size differential at high-
income levels.

Mr. LEVIN. But your answer indicates that equity among families
of the same income brackets is more important than equity be-
tween taxpayers of different brackets. I think you need to take an-
other look at that issue. I think what it points to, if there is going
to be equity, is to use a different system for dependent allowance.
It would make more sense to change it.

What you are doing with mixing an exemption and a credit is,
while you are perhaps getting more justice within tax brackets, you
are really increasing the differential between them.

I am not sure why you kind of pull your punches on that. That
goes for either of you.

Mr. ZELENAK. Well mixing an exemption and a credit is not to
my mind the ideal way to do it.

Mr. LEVIN. So why aren’t you here testifying as to what makes
sound tax policy?

Mr. ZELENAK. I am, but I am also testifying that since what I
think makes the soundest tax policy isn’t on the table, I think the
proposal in the Contract With America is better tax policy than
current law.

Mr. CrANE. The time of the gentleman has expired.

Mr. McDERMOTT. Thank you. Appreciate your coming and testi-
fying. It is nice to have a panel of experts here to sort of throw
some stuff to and let you respond to it. I talked to the Joint Tax
Committee about this proposal, and it looks like about 10 million
families out of the 37 million families in the United States would
receive no benefit whatsoever from this proposal.

It is—and they are the people at the bottom. They are the people
at $15,000 in income and gelow. I asked the proponents in the staff
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before if they thought that was good policy that those people didn’t
have a probi&m. But it seems to me that in a zero sum game that
we are talking about here, and you are obviously talking about a
zero sum game, we are not going to increase the deficit. So we are
going to find someplace to get this money to make this tax credit.

Does it make the most sense to hand back to people who earn
above $15,000 the money when most of the people at the bottom
don’t have health care which produces a cost shift in the health
care system? Wouldn’t it make more sense to use this money, as
at least one of you suggested, requiring people to buy health insur-
ance with the money that they receiveg?

I would like to hear all of you respond to it, because 1 would like
to get your ideas about the social safety net we are talking about
here—we are trying to help families.

Mr. ZELENAK. I would like to respond, not so much on the health
care issue, but on the question of people making below $15,000 a
year who won’t get a benefit from a nonrefundable credit. In my
written testimony, I make reference to the fact that the earned in-
come tax credit, which does help people making below $15,000 a
year, makes no adjustment for family size beyond the second child.
I think that is very inappropriate and it is a somewhat separable
issue from this.

But I hope, if not in connection with the Contract With America,
that Congress very soon will look at that issue. If family size ad-
justments beyond two children are appropriate for middle-class
wage earners, as I think they are, they are also appropriate for be-
yond the second child for low-income wage earners. I strongly
fv‘vould support a change in the earned income tax credit to that ef-
ect.

Mr. McDERMOTT. Just as an aside, I think those decisions were
made because of money. The last time we only could find so much
money and that is how much—if we went to three or four, I mean,
family size adjustments, it would have cost a whole lot more money
and I think that is why it is done.

Mr. ZELENAK. It also may be a quirk of the way the distribu-
tional tables work—that they don’t properly reflect the differences
in family size.

Mr. McDERMOTT. Somebody suggested that they thought it
would—I think it was the first speaker, that it would make sense
to require this money to be spent for health care benefits.

Mr. STEUERLE. Again, I realize that this is a difficult area. This
area, including the refundability issue, raises a lot of administra-
tive issues that there is just not time to get into detail.

In the health care arena, yes, I think we ought to start thinkin
about ways to require at least middle and upper income individ-
uals, if they are going to get something like a child credit, to buy
health insurance for their families. Again, this doesn’t solve the
problem at the bottom.

But there is a portion of those without health insurance who
have the incomes—they are capable of buying health insurance.
Other people at lesser or equal income levels buy it, but then this
one group doesn’t. So, yes, I would consider some requirement.

With respect to the fundability issue, which is the main issue
with the 10 million people you mentioned, in theory I believe the
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credit like this ought to be refundable. But having said that, I
would want to think about what we do with our welfare system,
what we do with the earned income credit, and how all of these in-
tegrate together.

I am not sure, for instance, that we can just say we can make
it refundable and tell the IRS that they have to send out checks,
because I am not sure the IRS is ready to administer that type of
system. One thing we might think about, for instance, is how we
are going to go toward making block grants to States. One criteria
might be to make an adjustment that some amount of credit be
available to those families who aren’t on welfare and who do not
get the tax credit also.

As I said, there is a lot of complexity in trying to integrate this
credit with other welfare and health 1ssues. I am sorry if I have
done inadequate justice to it in this short time.

Mr. CraANE. The time of the gentleman has expired. Mr. Ensign.

Mr. ENsSIGN. Pass, Mr. Chairman.

Mr. CRANE. Mr. Rangel.

Mr. RANGEL. Thank you, Mr. Chairman. Dr. Burtless, your major
concern is that we should not increase the deficit and that you
have some fears that this tax cut might do that. The majority party
has indicated forget about the increase in the deficit, that they are
Eoing to provide up front the savings as relates to spending cuts

efore we even get to the question of deficit.

So for purposes of our discussion, we can assume that they still
have that as their goal. The first question, it would seem to me,
is before they find out how much money they have to spend, they
have to find out how much this tax cut and the other capital gains
tax cut will cost.

There is a lot of discussion about static scoring and dynamic
scoring. This dynamic scoring by some people is considered cooking
the books. I know it is an extreme. But do any of you support what
they mean when they say dynamic scoring so that we can first find
out how much this thing is going to cost? Do all of you support
whatever they are talking about?

Mr. BURTLESS. Well, in my testimony, I tried to indicate what I
thought the incentive effects arising out of this would be. I don’t
have the capacity of the Congressional Budget Office or the Treas-
ury to do any simulations.

Mr. RaNGEL. But you talk with your colleagues and this is—what
they are doing is speculating on how much revenue is actually
going to be raised in the long run as a result of the capital gains
tax cut. I mean, I can understand what they are saying because I
kind of go along with you, invest in young people in education, in
the long run, you are going to raise a lot of revenues. I can’t score
that way, however. It is a tax hit. It is increasing the deficit if I
did it. But I mean, can any of you have enough imagination to sa
that t‘,?his concept makes any sense at all, I mean, without defend-
ing it?

Mr. ZELENAK. I think it depends somewhat on what kind of tax
proposal you are talking about. I don’t think even the stronger ad-
herents of dynamic revenue scoring think that there is a great deal
of dynamic revenue scoring involved in the child tax proposal, at
least not until 20 years when people are making more money now
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because more was spent on them when they were children. I would
not support a strong dynamic revenue scoring approach to this
child tax credit, but I don’t think it is being taken as far as I am
aware of.

Mr. RANGEL. OK. Now, that is my opinion. Having said that,
then we have to go back to the old-fashioned, acceptable scoring
method. Now comes a middle-income tax cut. Believe me, I am for
earned income tax credit. I am for cuts for the middle class, for the
rich. That is not a problem.

The problem that I am going to face is what cuts are going to
be necessary under regular, accepted scoring methods in order for
the Congress to do what we love to do, and that is reduce constitu-
ent taxes? It bothers me that people can talk about the merits of
the tax cut and not even suggest that if indeed the cutting in
spending are cuts that will cripple the services that are rendered
to the poor. They say that Social Security is off the table, and it
should be. Military is off the table, and I guess the Republicans
know something about a Communist threat, so I assume it should
be off the table.

But they say that if you accept all of these things, that you are
going to have to cut the remaining programs some 38 to 40 percent
across the board. Now, how can we even talk about the merits of
a middle-income tax cut without all of you professors and doctors
and economists asking what are you going to cut before I can even
comment on what is best for the Nation?

Mr. CRANE. The time of the gentleman has expired.

Mr. RaANGEL. Can I get one response? Just one response.

Mr. CRANE. Time for one response.

Mr. ZELENAK. As I said before, my preference would be to make
the Tax Code more family favorable in a revenue neutral way, and
that is not this proposal.

Mr. FoRrD. I spoke to the Americorp Group over the weekend. It
is part of a national service program that was implemented under
the Clinton administration. Some of the volunteers who were
present that particular night raised some of the questions that
have been raised for members today to this panel.

It relates to a tax cut versus programs similar to the national
service programs, or things that Mr. Rangel has been talkin
about. This Contract With America is all about a constitutiona
amendment to balance the budget by the year 2002. We are talking
about families who—naturally those with children would love this
type of tax relief. I am included in that group.

But at the same time, are we—are we in a position to really talk
about this type of tax relief when we know so many other programs
that are reaching out to the human needs of the people of this
country and trying to touch the neglected children, the abused chil-
dren, and those who live way below the poverty thresholds in this
country?

Mr. BurTLESS. Well, I think the burden of my testimony is that
unless you understand that this tax reduction is going to involve
even greater spending reductions than would otherwise be nec-
essary to achieve whatever long-term budget goal you have—and as
I understand the goal of many Members, it is a balanced budget—
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then you shouldn’t proceed with it unless you are really willing to
make the spending reductions that are involved.

I agree with you. I don’t think that in fact most of the population
or most Members of Congress are really willing to make the spend-
ing reductions that would already be required, let alone the addi-
tional ones needed to offset this credit.

Mr. Forp. If we don’t make those cuts, according to your written
testimony, you have indicated that we are going to pass that debt
problem to our children and grandchildren. It is obviously clear
that is what would happen if we passed this tax cut that is before
this Congress with the Republicans’ Contract With America is that
we are going to shift that financial responsibility to the next gen-
eration and the generation following.

Mr. STEUERLE. All of us have testified that we would—we believe
that a child credit is appropriate. Even Dr. Burtless says, given ev-
erything else, he thinks that it would be nicer to make the Tax
Code a little more friendly toward households with children if we
would do a lot of other things at the same time.

The difficulty here is deciding what is the total size of the pie
and how to slice the pie. I happen to think that we can discuss the
issue of how to slice the pie at the same time we discuss its total
size. For instance, suppose we were looking at the expenditure
budget and we discovered that educational expenditures were going
predominantly to men and were not going to women. Someone
came before the expenditure committee and said, “I think that is
an unfair slicing of the pie and that we ought to make sure that
a fair proportion of the pie also goes to women.” 1 think most of
us would accept that as a reasona%]e argument to make and would
not necessarily say, “Well, we can’t do it. We can’t create this more
equitable system because it is going to cost us too much.” I think
that has been what the testimony %ere has enhanced. We believe
that the tax system does not make adequate adjustment for house-
holds of larger sizes, that have children and have substantial bur-
dens. We ought to reslice the pie. That is an appropriate issue to
raise, even while we recognize that the question of whether the def-
icit is going up is something that cannot be ignored.

Mr. Forp. Right. If I am in that income bracket and I had chil-
dren, I would get a tax credit. But if the welfare mother has an
additional child, the proposal under the Contract With America is
talking about capping and cutting the funds off for an additional
child. But under this particular proposal, a tax credit is in order
if a couple would have a child and work within the work force and
earn $50,000 a year, then that person is entitled to an additional
tax credit. But if the welfare mother would have another child
under the same proposal under this Contract With America, then
they would be denied any benefits. I am saying on one hand we are
giving a tax cut for the working middle class and for the poor and
the downtrodden of this country, we are removing their welfare
funds and capping their family size.

Mr. CRANE. The time of the gentleman has expired.

Mr. Bunning.

Mr. BUNNING. Thank you, Mr. Chairman. I think the institu-
tional memory here is really shaky. For 40 years now, the other
side of this committee has controlled the tax policy in this Con-
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gress, and we have built the deficits on the tax policy that was cre-
ated by the now minority party, and so we have an institutional
memory lapse here in trying to come to grips with who should
spend their money.

Remember, as you all know as well as I do, the Federal Govern-
ment has no money. It only has what it takes from the wonderful
people in this country to provide some type of services to those peo-
ple—namely, the services that they can’t provide for themselves.
We seem to have a lapse in memory in coming to grips with the
decision of the American people last November to balance our Fed-
eral budget and set those priorities that are necessary to do that.
I don’t think you will find that the majority Members now are
afraid to face up to the reality of the cuts that are necessary to get
to a balanced budget by the year 2002.

Now, you have made many suggestions in your testimony. You
didn’t think there was enough will to do it or you didn’t think there
were enough people that realized what it would take to get there.
I think you are wrong. I think exactly the opposite has occurred.
I think the November 8 elections sent a clear message that what
we must do is return more dollars to the people of this country to
allow them to spend their own money ang have the Federal Gov-
ernment do less. So I think the message we got on November 8 was
very clear. Now, if—are you here to dispute that message or am 1
misunderstanding your testimony?

Mr. BURTLEsSS. Well, I hope you are right, Representative
Bunning. My impression is that in the past, there have been firm
promises from the Hill of a balanced budget, including, I can re-
member, back in the early eighties. Yet it has not occurred. I hope
that perhaps I am wrong this time around in my forecast.

I also think that a lot of the spending that looks as though some-
one in Washington controls the pocketbooks of American citizens in
fact has a different reality. The programs are doing very much
what American citizens want. They want to receive Social lgecurity
benefits, and no bureaucrat tells them how to spend those benefits.
They would like to collect Medicare benefits, and no one tells them
what doctor to see or what hospital to go to. So I think a lot of the
spending does not represent interference of people here in Wash-
ington as much as it reflects really what Americans would like to
see their money spent upon.

Mr. BUNNING. Then you are disagreeing with the message I got
last November 8. You disagree that the fact of the matter is that
the new majority of Republicans were sent to Washington to recon-
sider the amount of taxes we are taking from people and the prior-
ity list that we have as far as expenditures?

Mr. BURTLESS. I think that is right. But the question is, is there
enough in the Federal budget that we can identify what the public
really does want to see reduced that would permit this tax reduc-
tion, the child care tax credit, to occur without adding to the debt
that we hand down?

Mr. BUNNING. I believe that we have to cut the spending first be-
fore we do it, and I think that is the opinion of the majority of the
people that sit on this committee. There is no question that we
have to cut out the spending to allow the tax reduction to occur.
The same goes with all other tax reductions that we are looking at
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in the Contract With America. Now, that message came through
clear to me. Does anybody else dlsagree on the panel?

Mr. STEUERLE. No, Mr. Bunning. If I can push aside some veils
on the expenditure sxde I think the major issue that faces the Con-
gress over the intermediate term is goimng to be with one of the is-
sues that your subcommittee deals with, which is health care. 1
have generated some numbers that show if we look at real spend-
ing on health and we add together Federal, State, and local ex-
penditures and tax subsidies, we are scheduled to increase some-
thing like $150 to 200 billion annually our expenditures on health
in just 5-6 years. So we have this enormous built-in growth rate
in certain expenditure programs, and as Representative Kasich
says, it is %ettmg these types of growth rates under control that is
going to allow us the freedom to do other things, such as providing
a Chlld credit, which, by the way, is relatively small in size com-

pared to those real health cost increases.

Mr. BUNNING. Thank you, Mr. Chairman.

Mr. CRANE pres1dmg]y Thank you.

I want to thank the panel for their testimony today.

I would like now to call to the next panel, Anne Alstott, Alan
Reynolds, and Marjorie O’Connell, please.

Following our general practice, 1t is always ladies first, so Ms.
Alstott, you may proceed.

STATEMENT OF ANNE L. ALSTOTT, ASSOCIATE PROFESSOR OF
LAW, COLUMBIA UNIVERSITY SCHOOL OF LAW

Ms. ALsTOTT. Thank you, Mr. Crane.

Mr. Chairman and members of the committee, my name is Anne
Alstott and I am a member of the law faculty at Columbia Univer-
sity. Thank you for the invitation to discuss possible legal rules for
alleviating the Federal income tax marriage penalty. I have sub-
mitted written testimony for the record and will summarize it very
briefly here.

I would like to make four points: First, both the income tax and
the earned income tax credit, or EITC, create marriage penalties.
In both cases, the marriage penalty is distributionally arbitrary. It
imposes a greater tax burden on certain married couples than on
unmarried people in similar situations. In addition, empirical evi-
dence suggests that the marginal tax rates applied to married cou-
ples by the income tax and by the EITC may create significant
work disincentives for married women.

Second, although the marriage penalty is undesirable, it is not
easily eradicated. Completely eliminating the marriage penalty, in
either the income tax or the EITC, would require significant and
costly changes in the Federal income tax system, which could com-
promise other important policy goals.

For example, in the past, some policymakers and scholars have
advocated a system of individual filing, in which each person’s tax
liability would be determined without regard to marital status.
While this kind of tax system would by definition eliminate the
marriage penalty, it could undermine the accuracy of the income
tax and the EITC and would raise serious administrative issues.

Third, in light of these tradeoffs and the limited revenue avail-
able for marrage penalty reform, I believe it is appropriate to ad-
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dress the marriage penalty through incremental rather than
sweeping change. This is one of the most difficult areas of the Fed-
eral income tax to reform.

Theoretical purity is difficult and expensive to achieve and, in
my view, is not necessarily desirable. Tax policy toward married
couples is inevitably an uneasy compromise, as history dem-
onstrates.

Finally, I recommend that the committee give serious consider-
ation to a tax deduction for two-earner couples similar to the de-
duction allowed under prior law. Ideally, the deduction should be
structured to extend relief to recipients of the EITC as well as to
income-tax payers. Extending relief to the EITC population is ap-
propriate because the distributional incentives and concerns that
motivate marriage penalty relief apply with equal force to EITC re-
cipients.

My written testimony describes some conceptual and technical is-
sues which arise in coordinating the two-earner deduction with the
EITC. Although the two-earner deduction would reduce rather than
eliminate the marriage penalty, it is an incremental policy that can
be structured to fit within the budget constraints that the commit-
tee determines are appropriate.

The principal disadvantage of the two-earner deduction is that it
is not precisely targeted. The deduction in its simplest form may
offset all the marriage penalty for some couples, a portion of the
marriage penalty for others, and even increase the marriage bonus
for still others. Truly precise targeting is difficult to achieve with-
out significant administrative cost, however.

In my written testimony, I have described for your consideration
an intermediate solution which would help target the deduction to
couples facing marriage penalties, with the cost of a slight increase
in administrative complexity. My written testimony also describes
other alternatives that the committee may wish to consider.

For example, it would be possible to use a tax credit rather than
a deduction for two-earner couples. It would also be possible to tar-
get the two-earner deduction with a credit to particular income
groups, for example, to EITC recipients. Final conclusions must
await empirical analysis, but I hope that these suggestions are
helpful to you.

Thank you.

[The prepared statement and attachment follow:]
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STATEMENT OF ANNE L. ALSTOTT
ASSOCIATE PROFESSOR
COLUMBIA UNIVERSITY SCHOOL OF LAW
BEFORE THE
WAYS AND MEANS COMMITTEE

January 17, 1995
Mr. Chairman and Members of the Committee:

I appreciate the invitation to testify before the Committee today. My testimony will
focus on the portion of the Contract with America that promises to bring to the House floor
legislation to reform the federal income tax marriage penalty. The views I express today are
my own and are not necessarily those of Columbia University.

In the past, the marriage penalty created by the federal income tax has been largest
for middle-income and upper-income taxpayers. The federal income tax now incorporates
a very large earned income tax credit ("EITC"), which can create marriage penalties that are
large both in absolute dollar terms and relative to the incomes of low-income taxpayers.
Although the policy issues created by the marriage penalty in the income tax are familiar,
the marriage penalty created by the EITC is less well understood. In fact, the traditional
distributional and incentive concerns that give rise to criticism of the marriage penalty in
the income tax apply with equal force to the EITC. The policy analysis accompanying the
Contract with America acknowledges that the marriage penalties created by both the income
tax and the EITC are subjects of concern.

My testimony makes four main points:

o The marriage penalty created by both the income tax and the EITC is
distributionally arbitrary, imposing a greater tax burden on certain married couples
than on similarly-situated unmarried people. Empirical evidence suggests that the
marginal tax rates applied to married couples by the income tax and the EITC also
may create significant work disincentives for married women. The marriage penalty
clearly creates a financial disincentive for marriage, but it is not clear whether that
disincentive significantly changes people’s decisions to marry.

o Although the marriage penalty is undesirable, it is not easily eradicated.
Combpletely eliminating the marriage penalty in either the income tax or the EITC
would require significant and costly changes in the federal income tax system, which
could compromise other important policy goals. For example, a system of individual
filing, which would determine each person’s tax liability without regard to marital
status, could undermine the accuracy of the income tax and the EITC and would
raise significant administrative issues.

o In light of these tradeoffs and the limited revenue available for marriage penalty
reform, it is appropriate to address the marriage penalty through incremental rather
than sweeping change. I recommend that the Committee give serious consideration
to a tax deduction for two-earner couples, similar to the deduction allowed under
prior law. Ideally, the deduction should be structured to extend relief to recipients
of the EITC, because the concerns that motivate marriage penalty relief apply with
equal force to EITC recipients.

o Although the two-earner deduction would reduce, rather than eliminate, the
marriage penalty, it is an incremental policy that can be structured to fit within the
budget constraints that the Committee determines are appropriate. The two-earner
deduction is not precisely targeted; it may offset all the marriage penalty for some
couples, a portion of the marriage penalty for others, and even increase the “marriage
bonus” for others. Truly precise targeting is difficult to achieve without significant
administrative cost, although intermediate solutions, which enhance precision with
some increases in administrative complexity, are possible. The Committee may also
wish to consider a tax credit for two-earner couples or a two-earner deduction that
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is more narrowly targeted to particular income groups.

Final conclusions and comparisons of these alternative policies require empirical
analysis of concrete proposals. This analysis is beyond the scope of my testimony but can
be performed by your staff. My goal is to outline the advantages and disadvantages of the
most promising legal options and the empirical questions that should be addressed in
choosing among these options.

Distributional and Inggnigivg Effects of the Marriage Penalty

Two individuals face a "marriage penalty” when their federal income tax liability is
greater (or their refund attributable to the EITC is smaller) if they marry than if they
remain single. A "marriage bonus” occurs when two individuals pay a smaller federal
income tax if they marry than if they remain single. The current federal income tax imposes
a marriage penalty on some couples (typically when the two individuals have similar
incomes) but awards a marriage bonus in others (typically when the two individuals have
disparate incomes). Under current federal income tax law, two-earner couples are more
likely to suffer marriage penalties, while single-earner couples are more likely to receive a
marriage bonus. Recent research by Harvey Rosen and Daniel Feenberg suggests that in
1994 512% of married couples faced a marriage penalty, while 38% received a marriage
bonus.

Policy makers and scholars have long criticized the current federal income tax
treatment of married couples for reasons relating both to distribution and to incentives.
Critics of the marriage penalty argue that marital status should be irrelevant to
determinations of the income tax. They view any distinctions based on marital status as
arbitrary and thus would ideally eliminate any marriage penalty or marriage bonus. Further,
analysts note, the marriage penalty tends to be largest for two-earner couples with relatively
equal earnings. In contrast, many single-earner couples receive a marriage bonus. Thus,
the tax law seems to reinforce traditional gender roles within the family.

Critics of the marriage penalty also criticize two potential behavioral effects. One
claim is that the marriage penalty discourages marriage. This argument, although intuitively
appealing, typically is made without empirical support. Like any economic incentive, a
marriage penalty's actual effects on behavior are unknowable in the absence of empirical
evidence. People make decisions about whether to marry or not based on a number of
social and emotional factors, and it is impossible to predict, without empirical evidence, how
a monetary penalty in the form of a higher tax bill may change those decisions.?

A second incentive claim is that the marginal tax rate structure facing married
couples may also discourage work by second earners, typically married women. The
problem arises from the system of joint filing. When a married woman with an employed
husband enters the workforce, her very first dollar of earnings is taxed at the marginal tax
rate applicable to the couple based on her husband’s earnings. In contrast, an unmarried
person entering the work force faces a marginal tax rate determined by her own earnings
alone. Thus, a married woman may face a higher marginal tax rate on earnings than a
single woman, and the higher rate may discourage work. Once again, however, the actual
effects of the incentive on behavior require empirical evidence. Available studies suggest,
however, that this work disincentive may have a relatively large effect on married women's
labor supply. Critics argue that this aspect of the taxation of married couples also tends to
reinforce traditional gender roles by encouraging married women not to work at all or to
work fewer hours.

1 Daniel R. Feenberg and Harvey S. Rosen, Recent Developments in the Marriage Tax, NBER Working
Paper No. 4705 (April 1994).

2 Harvey Rosen and Daniel Feenberg point out that the marriage penalty may also encourage married
couples to misreport their status as single. Rosen and Feenberg, supra note 1.
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he Criti f th rriage Penal IT

Historically, the federal income tax marriage penalty has been relatively small for
low-income families, because the federal income tax exempts those with very low incomes.
In 1995, for example, the federal income tax threshold for a married couple with two
children is $16,550. The EITC, however, can create a large marriage penalty for some low-
income workers. For example, consider two individuals, each with two children and earnings
of $10,000. In 1996, each individual would be entitled to the maximum EITC of $3,560, for
a combined EITC of $7,120. If these individuals marry, however, they would be entitled to
a joint EITC of only $1795, which represents a marriage penalty of $5,325, or 27% of
income. This example is probably somewhat extreme, but it illustrates the potentially large
marriage penalties the EITC creates.

The EITC, like the income tax, may also award a marriage bonus in some
circumstances. See Example 1 in the Appendix to this testimony. Actual marriage penalties
and bonuses for EITC recipients depend on the pattern of earnings and number of children
of EITC recipients.

The EITC's marriage penalty and marginal tax rate structure are open to the same
criticisms levelled at the income tax. The EITC, like the income tax, arbitrarily penalizes
marriage, which is particularly incongruous when other public policies, including welfare
policy, increasingly seek to encourage marriage. While the EITC's marriage penalty is
distributionally arbitrary, once again it is not known whether the penalty actually affects low-
income workers’ decisions about marriage. I know of no empirical evidence on the effects
of the EITC marriage penalty, but evidence from the welfare context suggests that even
seemingly large financial incentives do not automatically translate into behavior.

The EITC may also impose relatively high marginal tax rates on secondary workers.
For example, in 1996, a single mother with two children who is considering going to work
actually faces a negative 40% marginal tax rate (or earnings subsidy) on wages up to $11,620
thanks to the EITC (and ignoring any phaseout of welfare benefits to which she may be
entitled). If that woman marries, however, her husband's earnings may push the couple into
the EITC phaseout range (or may be high enough to preclude EITC eligibility altogether),
thus reducing the net gain from her work.?

Policy Tradeoffs that Constrain Reform in the Income Tax and the EITC

Given these problems, why do we tolerate the marriage penalty? Virtually no one
is affirmatively in favor of the marriage penalty, and yet it has been a consistent feature of
the federal income tax since 1969. The well-known answer is that the marriage penalty is
an unavoidable product of other policy choices incorporated in our federal income tax
system. As Boris Bittker has elegantly demonstrated, an income tax system cannot
simultaneously have progressive marginal tax rates, equal taxation of married couples with
equal incomes, and marriage neutrality. In opting for the first two, we have chosen to
sacrifice the third. See Example 2 in the Appendix. The corollary is that marriage
neutrality is difficult to achieve. Complete marriage neutrality would require either flat
marginal tax rates or a system of income taxation in which each individual pays taxes on his
or her income alone, without regard to marital status.

Both of these changes would require drastic alterations in the federal income tax.
Adoption of flat marginal tax rates clearly could have significant distributional and efficiency
implications and is presumably beyond the scope of the Committee’s immediate agenda.
A system of individual filing may appear to be an easier change, but it is objectionable on
grounds of both equity and administration. Such a system would impose the same tax on

3 See Stacy Dickert, Scott Houser, and John Karl Scholz, The Eemed Income Tax Credit and Transfer
Programs: A Study of Labor Market and Program Farticipation, paper prepared for the November 1994 NBER
conference on Tax Policy and the Economy (November 10, 1994) (predicting that the EITC may lead secondary
workers to reduce hours of work).
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(or award the same EITC benefit to) an individual earning $15,000 per year, whether that
individual is the sole source of support for a large family or is married to someone who
earns $100,000 per year. It would also assess a higher tax on a family in which two workers
earn $10,000 and $40,000, respectively, than on a family in which two workers each earn
$25,000. The basic point is that the adoption of individual filing would change the
distribution of tax liabilities, perhaps significantly, in ways that are arbitrary, because they
are based on a faulty measurement of income. The current income tax, of course, does not
measure income perfectly; for example, it does not require aggregation of income of
unmarried persons who pool their income. Individual filing would, however, further
decrease the accuracy of the income measure. Individual filing also raises serious
administrative issues, principally questions of allocating joint deductions and unearned
income between spouses.

The EITC marriage penalty also is difficult to eliminate. The EITC marriage penalty
arises in part because the EITC provides the same dollar benefits to a single individual as
to a married couple with the same earnings, adjusted gross income, and number of children.
The result is that marriage can reduce or eliminate the EITC, if the couple’s combined
income is in or above the EITC phaseout range. This marriage penalty could be reduced
by restructuring the credit to provide lower benefits to single individuals than to married
couples. Such a revision would, however, conflict with other policies that the EITC serves
by reducing the potential work incentive and income support benefit of the EITC for single
workers. The 1993 increase in the EITC, which received strong bipartisan support, was
intended to “make work pay”. Cutting EITC benefits for single workers, and particularly
single parents, a group which is disproportionately poor, would reduce their well-being, both
in absolute terms and relative to married-couple families. Reducing EITC benefits for
single parents could also undermine the EITC's work incentives; a recent study indicates
that the EITC's greatest success in increasing labor force participation is for single parents.*

Further, even amending the EITC to provide benefits to married couples that are
twice as large as those awarded to single parents would not eliminate the EITC marriage
penalty completely. This remaining marriage penalty is inherent in the EITC and in many
other income-tested transfer programs because of the structure of the marginal tax rates that
arise from the phaseout of the credit. See Example 3 in the Appendix. As I have noted
elsewhere, the EITC faces a fundamental tradeoff that is entirely parallel to the tradeoff
Bittker demonstrated for the income tax: it cannot simultaneously have high phaseout rates,
equal benefits for families with equal incomes, and marriage neutrality.” Eliminating the
EITC marriage penalty entirely would require adopting either flat marginal tax rates or a
system of individual rather than joint filing, which have the disadvantages noted above.

Thus, the marriage penalties created by the income tax and by the EITC both reflect
difficult tradeoffs among competing policy goals. Purity is extremely difficult to achieve and
is not necessarily desirable. Tax policy toward married couples is inevitably an uneasy
compromise, as history demonstrates, and policy makers may reach different conclusions
after weighing the competing advantages and disadvantages of alternative policies. My own
judgment is that it is reasonable to take incremental measures to reduce the distributional
arbitrariness and work disincentives of the marriage penalty, but that these distributional
and incentive problems do not warrant drastic or costly actions, such as adoption of
individual filing or reductions in EITC benefits for single parents.

Further, the draft legislation accompanying the Contract with America contemplates
marriage penalty relief that does not cost more than $2 billion per year. Given this revenue
constraint, any relief must by definition be incremental. In contrast, the repeal of the two-
earner deduction in 1986 was estimated to raise about $6 billion per year. The comparison
is a rough one, but it does suggest that the Contract contemplates modest rather than

4 Dickert, Houser, and Scholz, supra note 3.

S See Anne L. Alstott, The Eamed Income Tax Credit and the Limitations of Tax-Based Welfare Reform, 108
HARv. L. REv. 533, 559-64 (1995).
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sweeping changes.

Accordingly, I recommend that the Committee give serious consideration to
implementing the relevant provision of the Contract with America through a tax deduction
or credit for two-earner couples, as described in the next section.

Between 1981 and 1986, the federal income tax permitted married couples filing
jointly to deduct 10% of the earnings of the lower-earning spouse up to $30,000 per year,
for a maximum deduction of $3,000. The Tax Reform Act of 1986 repealed the two-earner
deduction.

The EITC is now substantially larger than it was in the early 1980s. It would be
appropriate to modify the two-earner deduction so that it provides relief not only for the
income tax marriage penalty but also for the EITC marriage penalty. As the preceding
section notes, the distributional and incentive effects that fuel concern about marriage
penalties in the income tax also apply to the EITC. Ideally, then, any solution will provide
relief from marriage penalties in both the income tax and the EITC. The practical
importance of extending relief to the EITC population may, however, depend on data which
I do not have, in particular the prevalence and magnitude of actual marriage penalties
among EITC taxpayers and how effective the two-earner deduction would be in alleviating
the penalty. These are empirical questions and depend on the patterns of earnings of EITC
recipients.

Technically, the two-earner deduction could be made available to EITC recipients
by making the two-earner deduction an "above the line” deduction, as under prior law. An
above the line deduction is taken into account in determining AGI, which governs phaseout
of the EITC (unless "earned income” is greater). Whether the deduction should be taken
into account in determining earned income is a more difficult issue. EITC recipients in the
EITC phaseout range would benefit from a deduction that reduces earned income; indeed,
many of them might not benefit from the reduction in AGI unless earned income were also
reduced (because phaseout would be based on the higher earned income). However,
reducing earned income would actually leave EITC recipients in the phasein range worse
off by reducing the EITC. The matter could be left to the election of the taxpayer, but any
election potentially increases complexity. In resolving this issue, it would be helpful to know
how many two-earner married couples are in the EITC phasein range.

The two-earner deduction thus represents an incremental change that would reduce
rather than eliminate the marriage penalty and would reduce work disincentives for
secondary workers. It can be structured so that its revenue cost is modest. The percentage
of the second earner’s earnings that should be deductible, and the cap on eligible earnings,
if any, should largely be structured to meet revenue constraints. A larger percentage
exclusion, with a smaller earnings cap, would tend to benefit lower-income families. My
testimony does not address how much revenue ought to be devoted to marriage penalty
relief or how that revenue ought to be made up elsewhere in the budget.

The principal disadvantage of the two-earner deduction is that it is not precisely
targeted. All two-earner couples are eligible for the deduction, but not all such couples face
a marriage penalty; some face a marriage bonus. The size of the marriage penalty depends
on the individuals' relative earnings and their tax bracket (and, for EITC recipients, the
range of the EITC in which their earnings fall). Thus, while the two-earner deduction
reduces marriage penalties for some two-earner couples, it may create or increase a
marriage bonus for others. The degree of mistargeting is another empirical question: the
Committee’s staff may be able to provide further information on the degree of mistargeting
under alternative versions of the two-earner deduction. It may be that particular
combinations of percentage exclusions and earnings caps are better targeted than others,
given the distribution of earnings among the population.
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Some mistargeting of benefits occurred under prior law and is inevitable with any
deduction that applies to all two-earner couples. The only way to target the deduction with
complete precision would be to require couples to calculate their marriage penalty and then
provide a deduction tailored to that penalty (e.g., some percentage of the penalty). This sort
of rule would create considerable administrative complexity, however. It would require
taxpayers (and the IRS) to make three pro forma calculations (of the couple's tentative joint
tax liability and each individual's separate tax liability) before calculating the marriage-
penalty deduction and then calculating final tax liability. Further, the pro forma calculation
of individual tax liabilities raises the administrative issues relating to the allocation of joint
income and deductions that would arise in a system of separate filing.

An alternative that may be worth exploring is to target marriage-penalty relief to two-
earner couples who are likely to face the largest marriage penalties (e.g., to couples in which
the two workers have relatively equal earnings). One solution that was discussed in 1980
but not incorporated into prior law was to create tables that would indicate the allowable
deduction based on the relative earnings of the husband and wife. Such tables might be
more precise than a simple two-earner deduction but less precise than individual calculations
of actual marriage penalties. These tables would, however, avoid the need for numerous
pro forma calculations by each couple. In general, it should be relatively easy to determine
the separate earnings of two-earner married couples. Tables based solely on earnings would
simply omit unearned income from the marriage-penalty computation, avoiding the worst
administrative problems of separate filing.

Another possible disadvantage of the two-earner deduction is that it increases the
complexity of the Code by creating another specialized deduction. This concern may be
somewhat greater for the EITC, because of the modification of the “earned income”
definition described above. For both the regular income tax and the EITC, however, the
additional complexity appears modest, although the Internal Revenue Service could provide
more information on exactly how the additional deduction would be reflected on the tax
return and Schedule EIC. Concern about complexity would be greater if tables, like those
described in the preceding paragraph, are used to improve targeting.

The prior-law two-earner deduction was sometimes justified on the ground that it
helped redress the tax code’s failure to allow a full deduction for the costs of working -- a
failure that hurts two-earner couples more than single-earner couples. While the marriage
penalty is conceptually distinct from the treatment of costs of working, the two-earner
deduction in effect links the two problems by limiting marriage penalty relief to those
couples who also face inadequate relief for costs of working. The two-earner deduction
clearly is not a comprehensive solution to this problem, which affects every worker,
regardless of marital status. Nevertheless, the disadvantage suffered by two-earner couples
relative to one-earner couples does provide some justification for targeting marriage penalty
relief to the former group (and for providing no relief for marriage penalties suffered by
single-earner families due to unearned income). In addition, if secondary workers incur
particularly large costs of working or are particularly sensitive to the potential work
disincentives created by the lack of deductions for costs of working, targeting relief in this
way may be sensible.5

Given the limited revenue available for marriage penalty relief, additional targeting
of relief to certain groups of taxpayers may be appropriate. It would be possible, for
example, to allow the two-earner deduction only for purposes of calculating the EITC, and
not for regular income tax purposes (or to allow a larger deduction for EITC purposes).
Targeting relief to EITC recipients is intuitively appealing, because this group faces such
potentially large marriage penalties relative to their low incomes and is the object of other
social policies designed to encourage marriage. However, any final judgment on whether
such targeting is appropriate turns, once again, on how prevalent marriage penalties are
among EITC recipients, and how effective the proposed deduction would be in alleviating

6 See Edward J. McCaffery, Taxation and the Family: A Fresh Look at Behavioral Gender Biases in the
Code, 40 U.CLA. L. REv. 983, 1009 (1993).
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An alternative would be to award a tax credit, rather than a deduction, to two-earner
couples. The value of a two-earner deduction increases with the marginal tax rate. In
contrast, a refundable tax credit would provide the same tax benefit to all eligible couples.
A nonrefundable credit would provide the same tax benefit to all eligible couples, except
those with insufficient tax liability to offset the credit. While a tax credit is often preferable
to a deduction for precisely this reason, in this context a deduction may be the better choice,
because marriage penalties tend to rise with marginal tax rates (which are highest for some
EITC recipients and high-income couples). On the other hand, the marriage bonuses
awarded to some two-earner couples also rise with marginal tax rates, and so a two-earner
deduction tends to increase those bonuses. Thus, the question of targeting is, once again,
an empirical one. While my intuition is that a deduction is probably a better-tailored
remedy, any firm conclusion should be based on empirical simulations of the two
alternatives, taking into account the distribution of incomes and marriage penalties and
bonuses.

If a credit is the preferred solution, further thought should be given to coordinating
it with the EITC. A refundable credit would provide relief to EITC recipients who face a
marriage penalty but do not have any income tax liability. Consideration should be given
to integrating the new credit as simply as possible with the EITC application procedure. A
nonrefundable credit would provide less relief to the EITC population and, at a minimum,
should be drafted so that income tax liability first offsets the new, nonrefundable credit
before being offset by the EITC.

1 hope my testimony is helpful to the Committee in its deliberations. I would, of
course, be happy to continue to work with your staff on any legal issues that arise as they
examine these or other options.

n Ann 17, 1

All examples assume that earnings are the only source of income, that all children are
"qualifying children” under the EITC and dependents under the income tax, and that
taxpayers take the standard deduction. EITC parameters are for 1996, as estimated by the
Ways and Means Committee’s 1994 Green Book. Income tax parameters, including rates,
standard deductions, and personal exemptions, are for 1995.

Example 1. EITC Marriage Bonuses. If a childless worker earning $10,000 per year marries
a non-worker with two children, the couple's total EITC, net of federal income tax, actually
rises from $0 to $3560. If two workers, each with one child and earning $5,000 per year
marry, their total EITC rises from $3,400 to $3,560.

Example 2. The Impossibility of Simultaneously Having Progressive Marginal Tax Rates,

i i i ity. Consider a simple income
tax that imposes tax at a rate of 10% on income less than or equal to $10,000 and at a rate
of 25% on income above $10,000. Consider four single individuals:

Name Income Tax (single)
A $10,000 $1,000
B $10,000 $1,000
C $ 4,000 $ 400
D $16,000 $2,500

If A and B marry and C and D marry, an income tax that preserves marriage
neutrality would leave unchanged the aggregate taxes (positive or negative) paid by each
couple. That system, however, would treat the two equal-income couples very differently.
The A/B couple would pay tax of $2,000, while the C/D couple would pay tax of $2,900.
Adjusting the rate schedule so that both couples pay the same tax would necessarily impose
a marriage bonus or penalty on one or both couples. This example is found in Boris 1.



91

Bittker, Federal Income Taxation and the Family, 27 STAN. L. REvV. 1389, 1395-96.
ain en If Bepefits fo ‘ouples 3
Twice As Large As Those For Single Workers. Suppose, for example, that the EITC benefit
for a married couple with two children remains $3,560, but that the benefit for a single
parent with two children is half that amount, or $1,780, and that result is achieved by
applying the EITC parameters (40% phasein rate, 21.06% phaseout rate) to thresholds that
are half those for married couples (phasein ends at $4,450 instead of $8,900; phaseout
begins at $5,810 instead of $11,620; phaseout ends at $14,262 instead of $28,524). Consider
two single parents, each with two children and earnings of $10,000. If they remain single,
each is entitled to an EITC of $898, for a total EITC of $1,796. If they marry, they will be
entitled to a total EITC of $1,796. This couple thus faces no EITC marriage penalty. If,
however, one of the single parents earns $10,000 and the other earns $20,000, they face an
EITC marriage penalty: a total EITC of $898 if single but $0 if married.
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Mr. CRANE. Thank you very much, Ms. Alstott.

Let me reassure all of you that your entire written testimony will
be put into the record.

Ms. O’Connell.

STATEMENT OF MARJORIE A. O'CONNELL, ATTORNEY,
O’CONNELL & ASSOCIATES, WASHINGTON, D.C.

Ms. O’°CoNNELL. Thank you, Mr. Crane.

Gentlemen of the Ways and Means Committee panel, thank you
for the opportunity to talk to you this afternoon about the marriage
penalty credit in the American Dream Restoration Act.

I come to you I hope as a little bit of a refreshing exception from
all of the economists and Ph.D.s. I am a practitioner. I am a tax
attorney who for almost 25 years has specialized in the practical
problems faced by families trying to file accurate Federal tax re-
turns.

With respect to the marriage penalty tax and its repeal, some-
thing which I also advocate, I understand that this legislation only
goes partway, but it is an important partway to begin. I have made
some assumptions in my written testimony about how the marriage
penalty repeal or alleviation as a credit would operate, and it is the
practical aspects of the operation of that credit that I would like
to elaborate a bit upon today.

First of all, for the naysayers that tell us it would all be too dif-
ficult to figure out, I would have to say baloney. We figure out
some terribly difficult things administratively in this tax system.
When it comes to this part of the population who typically comes
before you without its PAC (Political Action Committee), things get
awfully costly and awfully difficult, and sometimes they don’t hap-
pen. I urge you to ensure that this does happen. It is not too dif-
ficult for our Treasury Department to figure out how to allocate
among married couples the amount of a flat dollar credit and to an-
nounce that credit as they distribute the 1040s during the year.

We always adjust for past years’ estimates that deserve some ad-
justment when they trickle down through the economy. When you
use a flat dollar credit, if you stop and think about the arithmetic,
you will know that you are more advantaging, as a ratio of taxes
paid, lower income families.

To the extent that is the policy you seek to enforce, you should
stick with a flat dollar credit. But it would be just as easy for the
Treasury Department to figure out that in a world where they
know they coilected some $10 billion of marriage penalty taxes and
they only want to give back $2 billion of those taxes to married
people, there should be a credit which is 20 percent of the tax that
couples would calculate is their marriage penalty. That is a little
easier, it is not a flat dollar amount, and it gets us to the same
place. It also spreads the benefit differently among the populice. So
I leave to you the policy decision of advantaging more lower income
married couples or spreading that benefit.

You have to consider, too, as you think of the other rate changes
that you may institute this year as you change phaseouts of other
kinds of benefits for deductions, the extent to which you are chang-
ing the impact of the marriage penalty in the populice. Your staffs,
I am sure, can give you a chart that tells you easily where that is.
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Those decisions may help you determine whether you still want to
skew a flat dollar penalty to lower income couples or rather spread
the percentage penalty credit relief among the populice.

When it comes to calculating the amount of income that individ-
uals will need, which one party or the other has to figure out what
they would pay had they not been married, when they calculate
their taxes, they are going to have to decide whether to itemize de-
ductions, each of them, or whether to use a standard deduction.
They ought each be able to be itemizing. They are going to have
to allocate deductions between them. That is not hard stuff. They
do that for lots of purposes now.

They ought to be able to freely allocate. They are going to have
to deal with phaseouts, should that be their joint return number
or an individual number. It should be an individual number. They
understand what their individual income is. They figure that out
for a lot of State law purposes and other kinds of marital property
purposes.

They are going to have to look at their unearned income as well
as earned income. Don’t be led to believe that when you open the
door for unearned income, hundreds of thousands of wealthy tax-
payers will march through and skew their family wealth. First,
they won’t, because it is not enough of an incentive.

Second, if it were a great incentive, the way you have designed
the credit, it is going to cut in either with a flat dollar or percent-
age that is going to keep that abuse from being meaningful.

So I applaud the work that you do for the marriage penalty cred-
it. I urge you as you give people the opportunity to attribute to
each their actual earned income, you think about giving them an
opportunity each to be personally responsible for their liabilities to
the government as opposed to picking up each other's on that joint
return.

Thank you.

[The prepared statement follows:]
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TESTIMONY
OF
MARJORIE A. O’CONNELL, ESQ.
O’CONNELL & ASSOCIATES, P.C.
Washington, D.C.

Before the
U.S. House of Representatives
Committee on Ways and Means

January 17, 1995

CONTRACT WITH AMERICA
The American Dream Restoration Act

“Credit to Reduce the Marriage Penalty"

The amount of additional tax which a husband and wife each
having income pay on such income because of marital status, the so-
called "marriage penalty", depends upon the amount of the aggregate
income of the husband and wife and the ratio of their incomes, one
to the other. The marriage penalty is caused by the relationship
between the rate schedules for married individuals filing jointly
or separately and the rate schedule for an unmarried individual.
This relationship, established by the Tax Reform Act of 1969, was
specifically designed to alleviate the disparity between taxes paid
on equal income by married individuals and an unmarried individual.
The relationship assures that an unmarried individual does not pay
a tax more than 20 percent greater than the tax paid by married
individuals with taxable income equal to the unmarried individual’'s
taxable income.

Congress realized that, in alleviating the disparity between
tax rates for married individuals and an unmarried individual, it
would cause married individuals each of whom had income to pay more
tax on their aggregate income than they would on their separate
incomes if they were not married. However, Congress justified this
g2sult on the grounds that married individuals expenses were likely
to be less than two unmarried individuals expenses. Congress
concluded that since married individuals had a greater ability to
pay taxes than unmarried individuals, it would impose higher tax
rates on the income of married individuals than on the income of an
unmarried individual.

Family demographics changed radically in the years following
the institution of the marriage penalty tax. In the intervening
generation the old laments about "traditional family" were turned
on their heads. Those creaking with paranoia about tax evasion’s
arrival with marriage penalty relief found no political refuge in
the 1993 election year mandate. The Contract with America
repudiates penalizing the “two career family" and calls for broad
relief from the marriage penalty tax.

Section 3 of "The American Dream Restoration Act" provides for
a credit to reduce the marriage penalty tax. Specifically, in the
case of a “qualified married couple*”, there would be allowed as a
credit against the tax imposed on income for the taxable year an
amount equal to an "applicable dollar amount”. The term "qualified
married couple" means a husband and wife who file a joint return
for the taxable year and who but for this credit would be required
to pay more in income taxes because of the fact they were legally
married during such taxable year than they would be regquired pay if
they had not been legally married. The term *“applicable dollar
amount” means an amount which the Secretary estimates will result
in a $2 billion reduction of revenues for the taxable year in which
such credits would be taken. In no event may the amount of the
credit to reduce the marriage penalty for which a taxpayer may
qualify exceed the marriage penalty which that taxpayer actually
suffers in any taxable year.
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In examining this provision it is helpful to assume how the
credit would operate and then examine based on that assumption
issues raised by the credit'’'s operation.

We assume marriage penalty tax relief would operate as
follows. Each married couple filing jointly would determine
whether they qualified for the credit by (1) calculating the tax on
the joint return (using the marrjied filing jointly rate schedule);
(2) calculating the tax each would have paid had he or she not been
married, and adding these taxes together; and (3) comparing (1) and

(2). If (2) were less than (1), the couple may claim the new
credit up to the "applicable dollar amount," but not more than the
difference between (2) and (1). The "applicable dollar amount”

would be the amount determined to be allowable by the Secretary
which would result in an estimated revenue cost of $2 billion for
the year in which the credit would be claimed.

First, amount of revenue reduction for a given amount of
&redit, assuming that the Service will know which taxpayers who
file joint returns will be eligible to claim the credit, must be
estimated for the same year in which the credit amount based on
that revenue reduction must be determined. The technique employed
in the legislation would require a determination of the amount of
the increase in tax resulting from married couples each having
income, and the number of joint returns on which there is [or would
be ) such an increase. Moreover, the method of tax reduction
employed in the statute is a flat credit subject to a limit which
will vary from joint return to joint return depending upon the
absolute amount of aggregate income shown on the return (the
marginal tax bracket) and the relative contributions by each spouse
to the total. This will be a difficult number to determine with
any precision at any time within the year following the year for
which the tax is to be calculated, but it must be estimated by the
time the return must be filed.

Second, the benefit of the tax reduction is allocated in a way
which favors lower income couples. Recent information is that
certain higher income couples contribute a larger amount to the
revenue increase resulting from higher income tax liabilities being
imposed on married couples with two incomes, yet the credit is
allocated as a flat dollar amount. This, of course, is the
advantage of a credit in that it may result in a larger benefit
relative to the tax liabilities of taxpayers in lower income
brackets. Recent data shows that for some lower income taxpayers,
the marriage penalty tax can be high relative to income, as much
$3,000 in one year (by one calculation, 18% of income), but for
higher income taxpayers, the penalty tax can be as high as $10,000.
For some in the low to middle income ranges, the flat amount credit
would eliminate 100% of the “marriage penalty." For those in
higher income brackets, the amount of the penalty climinated by the
credit would be relatively smaller. Assume that the applicable
dollar amount is $3,000. For a highly taxed, low income couple the
credit technique reduces the marriage penalty tax by 100%; for the
high income couple the reduction is 30%. This has some advantages,
and, we assume, is intended.

Consider an alternative approach as the second point interacts
with the first point. If the aggregate amount of the increase in
revenue resulting from two married taxpayers, each with income,
being compelled to file as married taxpayers can be estimated from
past statistics with relatively good accuracy, then the amount of
the reduction proposed would be easy to determine as a proportion
of each married couple’s contribution to the total. So, assume
that $10 billion is the revenue increase resulting from being
married. The amount of the marriage penalty tax which would be
credited on each return may be determined as percentage of the
increase. In this example, the credit would be 2/10 or 20% of the
marriage penalty tax shown on each affected couple’s income tax
return. This would be easier to determine, but would not benefit
lower income families as much.



96

< Third, the amount of the penalty tax is rate sensitive. This
means that changes in marginal rates, which are anticipated as
well, will affect both the amount of the marriage tax credit and
how it is allocated. The 1993 tax changes, including the increase
in rates and variations in the phase-outs to which a taxpayer might
be subject, had a major impact on the marriage tax penalty, greatly
increasing it in some inappropriate ways. Presumably, the
projected tax rate changes could have the reverse impact as
marginal rates are reduced. It may also be that rates which apply
to unmarried individuals will rise (or, to be more precise, will
not be reduced as much as rates on married individuals by bracket
shifts)}. Sophisticated rate schedule design could have the effect
of changing the tax distribution by imposing relatively more tax on
married couples not eligible for the credit than on those for whom
the credit is available.

Fourth, the amount of the marriage penalty tax to which the
credit applies is determined by calculating the tax each of the
married partners would pay if each had filed separately. For most
taxpayers, this will not be as easy as it sounds. There is the
question, first, of deductions. If deductions are itemized on a
joint return, should the separate tax be calculated using only
itemized deductions, or should either spouse be permitted to use
the standard allowance if that spouse’s itemized deductions are
less? This, of course, is precisely what would have happened had
they really not been married. If both must itemize (or not,
depending on the filing status elected on the joint return), then
how should deductions be allocated? We really cannot pretend these
taxpayers are unmarried, because they are not and presumably would
make economic decisions about the payment of expenses taking into
account their married status and potential tax liability.

Present law contains phase-outs of allowable itemized
deductions and dependency exemptions based on income. How should
these phase-outs be taken into account? Should phase-outs be
applied to each taxpayer as if he or she were unmarried, or should
the actvual amount of phase-outs as reflected on the joint return be
reflected in the calculation of the marriage penalty? Should
taxpayers be allowed arbitrarily to allocate dependency exemptions
in order to obtain the largest marriage penalty tax credit, or
should dependency exemptions (and the new Family Tax Credit) simply
be ignored in making the calculations?

We assume that for community property purposes, the parties
will be treated as unmarried in calculating their marriage penalty
tax. Thus, the earned income of each spouse will be treated as
earned by the earner, and will not be treated as community income.
This result overrules Poe v. Seaborn, 282 U.S. 101, 51 S.Ct. 58
(1930) to the extent of the benefit of the credit. It opens an
attractive door to "go all the way" and eliminate joint and several
liability of taxpayers who file joint returns for tax on income
attributable to their spouses.

The proposal applies to all kinds of income. Investment
income might then be advantageously allocated between the spouses,
shades of Helvering v. Horst, 311 U.S. 112, 61 S.Ct. 144 (1940) and
other hoary assignment of income precedents from the time before
income splitting. We assume inclusion of unearned income is
thoughtfully intended, and the credit mechanism discussed above
designed to offset high income benefits which would otherwise
result. Potentially, however, it will be a source of difficulty,
depending on the amount of rate relief which can be achieved by
income-splitting devices. '

We applaud the effort to reduce the marriage penalty and urge
the Committee to report out favorably Section 3 of the American
Dream Restoration Act.

We would like to thank Professor Thomas R. White, 3RD, of the
University of Virginia, for his assistance in preparing this
testimony.
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Mr. CrRANE. Thank you for your testimony.
Now Mr. Reynolds.

STATEMENT OF ALAN REYNOLDS, DIRECTOR OF ECONOMIC
RESEARCH, HUDSON INSTITUTE

Mr. REYNoOLDS. The marriage penalty is one of many work pen-
alties in the Tax Code and also in the transfer payment system
that arise from high marginal tax rates. That includes the earned
income tax credit, where marginal tax rates for about two-thirds of
the people can reach 49 percent, or if they stand to lose food
stamps, they can reach 75 percent. That includes the AFDC-UP
program, which limits work hours to 100 hours a month. It in-
cludes the earnings test on Social Security.

We have a lot of work penalties built into our tax and transfer
system. These have been greatly complicated, particularly the mar-
riage penalty, by the increased marginal tax rates enacted, to some
extent, in 1990, but mostly in 1993.

For example, if one earner earns $150,000 taxable income, that
means $10,000 of that person’s income is taxed at the 36-percent
rate. If that person’s spouse goes to work and makes, say, $30,000,
all of his or Eer income, the second earner’s income, will be taxed
at the 36-percent rate. Then you throw in State income tax, Social
Security tax, the phasing out of deductions and exemptions, and
that person can easily face a marginal tax rate of 50 percent or
gm()lre ((i)n a rather modest income which is a pretty punitive penalty
indeed.

I do believe that the proposed tax credit for two earners would
help a bit, but it is a much more roundabout and complicated
method than simply getting to the root of the problem and cutting
the marginal tax rates—in the Income Tax Code, but in the welfare
system, as well, through appropriate welfare reform.

It matters from an economic point of view—and I am not going
to discuss fairness much, I never did that well in philosophy in
school—but from an economic point of view, we are running short
of labor. That is pretty clearly tied to some of these labor incen-
tives. We need to encourage older people, wives and everybody else,
to get back to work.

From 1981 to 1989, the labor force grew by almost 1.7 percent
a year. The past 5 years, that has been cut in half.

Why does that matter? Well, if the labor force had grown only
by 0.5 percent faster, which would still be lower than the eighties,
just half a percentage point faster for 5 years, the labor force would

e 2.5 percent larger; the unemployment rate would be 8 percent.
Would anybody think we are running out of room to grow with an
8-percent unemployment? Would the Federal Reserve worry that
economic growth would be straining our resources? Probably not.

In fact, we are running close to capacity in labor markets and
elsewhere, and need to encourage working and saving to remedy
that problem. It is impossible for the economy to keep adding 2 or
3 million workers a year if only 1 million of them are showing up,
which has been the trend the last couple years, despite rapid in-
creases in immigration, which is quite amazing.

I present in my paper, in my written testimony, quite a few re-
cent academic studies that suggest that labor force response to
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marginal tax rates is quite high, particularly among secondary
earners. That means that the static revenue estimates do mislead
in this case. They do not, as Mr. Rangel suggested, in the case of
the child credit; it has no marginal effect. But in the case of mar-
ginal tax rates, they have enormous effect.

So if someone is to propose something that will in fact reduce the
marriage penalty and encourage women to work, then we are going
to have a larger labor force, less constraint in that regard, and the
government will in fact receive quite a bit more revenue. You col-
lect more revenue when you are collecting 28 percent of the income
of someone that is working, than when you are collecting 40 per-
cent of the income of someone who is not working. Because 40 per-
cent of nothing is nothing.

Many of the current proposals approach average tax rates with-
out affecting the marginal tax rate. That, I think, is a mistake. It
fails to get at the nature of the problem.

Many of the past and current proposals have income caps. In-
come caps, as Gene Steuerle and Gary Burtless argued in their tes-
timony, in fact, raise marginal tax rates. If you put a cap on the
child credit, as you are approaching that cap you lose the credit if
your income rises. All of these marginal effects have to be taken
into consideration more than they have been, in my judgment.

When you are considering the effect of any tax change, ask what
the effect will be on incentives to work and incentives to save. If|
in fact, they are favorable, it is not going to cost you a lot of money,
and e;, lot of the budgetary problems you are worried about will
vanish.

I get the impression that many of the proposals that are being
proposed are taking for granted that the high tax rates must stay
where they are, and we will then try to fix that problem with de-
ductions and credits and exemptions. This is a reversal of the mes-
sage of 1986, which is that we should approach that problem di-
rectly by reducing the tax rates in a frontal way. It would be more
efficient and more effective.

[The prepared statement and attachment follow:]
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TESTIMONY OF ALAN REYNOLDS
SENIOR FELLOW AND DIRECTOR OF RESEARCH, HUDSON INSTITUTE

Work Penalties

The “marriage penalty” is part of a much larger problem of work penalties. There are many
elements of the tax code and transfer payment system that penalize added work effort and savings
by imposing high marginal tax rates on any effort or investiment that results in higher income. The
tax code does not exactly penalize marriage, per se, but instead penalizes added work by tens of
millions of so-called "secondary workers" (mainly wives),

The biggest "martiage penalty” by far is high marginal tax rates themselves. If a small portion of
one spouse's income falls into one of the higher tax brackets, then a/f of the second earner's salary
is taxed at that rate, regardless how modest the second income may be. If the first earner’s taxable
income is $150,000, for example, then $10,000 of that would be subject to a 36% {ederal tax. 1 that
person’s spouse then earns an additional $30,000, all ol that salary is taxed at 36%, plus statc income
taxes, Social Security taxes, and the increased loss of deductions and exemptions as income rises
above $108,000. Filing separately cannot solve this problem, because in that case all income above
$70,000 is taxed at 36% -- in marked contrast with single people, who do not face such a punitive
tax until taxable income rises above $115,000.

A single man and woman with a taxable income of $125,000 apiece will each face a 31% federal
tax on anything they do 10 increase income, such as work harder or save. If they married, however,
they would be in the highest tax bracket of 39.6%, or 42.5% with the Medicaid tax included. The
newlyweds would also find that many more deductions and ptions would be phased-out by
combining their incomes, thus facing an even higher marginal rate.

The number of married couples with two or more earners per family rose by 3.25 million from 1980
to 1990 (from about 19 million to more than 22 million) as marginal (ax rates on such lamilics
declined. The number of two-earner families suddenly stopped growing between 1990 and 1993,
despite the economic recovery since then.' The higher marginal tax rates legislated in 1993, and to
a lesser extent in 1990 (mainly by shrinking deductions and exemptions as income rises), were
most punitive toward working women, particularly middle-aged, college educated women who
happen to be married 1o someone with a relatively high income. While primary workers pay the
steep marginal tax rates on only a small fraction of their salaries, their spowuses pay the highest fax
rates on their entire i Static { that such "secondary workers" will
continue working -- an assumption that is already proving false, even for primary workers. Instead
of collecting 28% of the additional income produced by millions of new secondary workers, as in
the late eighties, the federal government is now collecting 36-40% of zero -- the income that would
have been earned had tax rates not discouraged labor force participation.

The simplest and most effective solution to such problems as the marriage penally is Lo flatten the
schedule of steeply rising marginal tax rates, as was done to a limited degree from 1987 to 1989.

If the high 1993 tax rates are kept in place, a second-best solution to the marriage penalty might be
to eliminate the categories of "married filing separately” and "married filing jointly" and simply
allow married individuals to file under the same tax schedule as single people. Yet the fact that tax
rates are steeply graduated makes this simple solution much more cc d. Even if the low-
income member of a high-income family was allowed to file at a tax rate suitable (o his or her lower
salary, the couple would then lose the benefits of a joint return. The income thresholds at which each
increase in tax rates begins to apply are higher for joint returns because the old adage that "two can
live as cheaply as one” is not true. A single person with an income of, say, $100,000 is more
affluent than a married couple living on the same income, so the schedule for joint returns attempts
to take this into account. Even a much larger personal exemption would not solve this problem,
because it would still leave most of the affected couples in high marginal tax brackets.

The American Dream Restoration Act offers a partial solution, though not an ideal one. Beginning
in 1996, it would allow an extra tax credit for two-earner couples who file a joint return. Although
a tux credit for a second eamer would reduce the average tax burden for two-earner families, the
impact on marginal rates would be relatively small and rather arbitrary. Secondary earners with
relatively low incomes in high-bracket families would still face higher marginal tax rates than
single people with similar incomes. Since such families can easily get by on one income, the impact
of high marginal taxes on the second income would continue to deprive the economy of the labor
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services of a sizable group of potential workers who are likely to have invested considerable time
and money in acquiring education and job skills.

The best solution would be to roll-back the highest marginal tax rates to no more than 28-30% (or
preferably even lower, with a flat tax). The second-best solution would be to double the income
thresholds at which the highest tax rates of 36% or more apply, and also offer a tax credit for
sccond earners. The two-carner credit by itself would be a signtficant improvement over the curremt
situation, but no truly effective solution is possible with tax rates as steeply graduated as they have
been since 1993.

A starting date of 1996 is not advisable for the two-earner credit or any other tax relief.  Just as
high-income individuals and small businesses accelerated income into December of 1992 10 avoid
the higher tax rates of 1993, they would surely deday receiving 1995 income until 1990 to take
advantage of any tax relief expected in that year. This could weaken the economy in 1995, or at
least create that impression in the national income statistics. 7he incentive to posipone income until
1996 would certainly worsen tax receipts in calendar 1995, possibly jeopardizing tax relief. Any
reduction in tax rates, or increase in deductions and credits, should be made retroactive to January
1995.

Static Revenue Estimates Arc Wrong

The static revenue estimate of the revenue lost from the proposed tax credit for two-earner families
amounts to $2 billion per year for the first five years. It is a mistake to measure the economic
impact of tax relief by the amount of revenue lost, because programs that are effective in
encouraging added work and/or saving must raise potential GDP and thus result in little or no
revenue loss over time. Not all tax cuts have such beneficial effects, of course, but reduced taxation
of secondary earners will undoubtedly increase labor force participation.

In economics, as opposed to accounting, there is no longer any serious doubt that decisions among
secondary workers about whether to work or not, and whether to work part-time or full-time, are
quite sensitive to marginal tax rates.” Attempting to impose high marginal tax rates on spouses with
not-so-high incomes wifl, in fact, discourage many wives and some husbands from working. It is
doing just that right now. A lower marginal rate on two-earner houscholds would unquestionably
increase the supply of labor, particularly among those now facing tax brackets of 36% or more.
People who work are far more likely to pay a wide variety of taxes than those who do not work.
Since the economy is currently operating at a very low unemployment rate, an increase in the labor
supply would also alleviate that constraint, raising potential overall economic growth and therefore
tax receipts from many sources, including the corporate income tax. Whether or not one believes
that such "dynamic" revenue gains would exceed the static losses, it makes no sense to argue that
obvious and well-known behavioral responses should be totally ignored, as they usually are today.

The main reason labor force growth in the eighties exceeded demographic projections is that "most
of the increase in women's labor supply [participation rates} took place among the wives of husbands
with high earnings."* This is precisely what a huge body of theory and evidence would lead us to
expect at a time when the highest marginal tax rates on secondary earners was reduced from 70%
to 28%. Women in higher-income households are often college-educated, so the fact that they were
induced to rejoin the labor force from 1982 until 1990 provided the economy with a sizable new
source of valuable skills. Because the labor force grew so rapidly, employment was also able to
grow by 2.4% per year for an exceptionally long period -- from 1983 to 1989 -- accounting fro two-
thirds of the 3.7% average rate of growth of real GDP during those years.

The Looming Labor Shortage

In the immediate future, and for at least the coming decade, the U.S. faces a serious shortage of
willing workers, not a shortage of jobs. In the absence of policies to restore and improve work
incentives, potential economic growth in the United States is very likely to be constrained by slow

growth of the labor force and inadequate incentives for personal investment in human capital.

Economic growth can be usefully divided into two components: Growth in the number of workers
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plus growth in output per worker, or productivity. There are practical limits to how low
unemployment rates can be pushed, due to the inherent frictions of people quitting their jobs, young
people seeking first jobs, mature women reentering the labor force, and mobility of workers
between cities and industries. Except for periods of war, when unemployment was artificially
reduced by removing many young men from the civilian labor force, unemployment in the postwar
years has never been sustained much below 5.5% for very long. With the unemployment rate
already at 5.4% nationally, and substantially lower in many citics, further growth of employment
in the near future will mainly depend on caticing more people into the ranks of job seckers.

The issue was adeptly explained by the Congressional Budget Office, in the January 1994
Economic and Budget Outlook, as follows:

Growth of the labor force has been unusually slow in the past three years. This
slowdown was caused not by a slump in population growth but by a leveling off of
the growth in the percentage of the working-age population who desire to work, that
is, the participation rate of the fabor force.

The number of Americans who were GROWTH OF THE U.S. LABOR FORCE
either working or seeking work grew by

nearly 1.7% a year from 1981 to 1989, but
slowed to about half that pace over the
past five years, apparently remaining
below 1% even in the mature phase of
expansion in 1993-94. This is particularly
remarkable considering the fact that
annual immigration in recent years has
been several hundred thousands higher
than in the eighties. Most immigrants are
of working age, and tend to have higher
than average labor force participation
rates (particularly those from Mexico).

HAS SLOWED DRAMATICALLY

If employment grows by only 2% a year
in the near future (much slower than in the
eighties), and the labor force grows by 1.
only 1% a year, that means the 0% ' 82 82 84 05 00 &7 o8 60 90 91 92 Wsda
unemployment rate has to fall by one 1994 Is  now seres, pertly

percentage point every year. When thmqm‘ i
starting with an unemployment rate of
5.4%, this becomes quite impossible very
quickly. Nobody seriously beli that ployment can fall to 4.4% over the next year, and to
3.4% the year afler that.

With unemployment already lower than it was during the cyclical peak of 1987-89, employment
cannot possibly grow much faster than the labor force -- which means 1% or less with current
policies. With such a job slowdown, it would require implausibly large productivity gains to
generate economnic growth much above 2%. Big productivity gains are particularly unlikely in the
next few years, because brutal tax rates on "the rich" have shrunk the personal savings needed to
finance additions to the economy's strained capacity. The economy is rapidly approaching binding
constraints on supply -- the supply of labor and savings. These problems are classic symptoms of
excessive marginal tax rates.

Itis not simply that we cannot add more jobs without inflation. We cannot add more jobs than there
are workers with or without inflation. Inflation provides no solution to this dilemma. Inflation has
never improved economic growth. When faced with scarcity of labor and savings, "stimulating
demand” cannot do anything but raise imports, sink the dollar and inflate prices.

Why are so few people looking for jobs at a time when unemployment is near a record low? As the
CBO observed, there has been a levelling-off or decline of previously rising “participation rates” (the
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percentage of those over age 16 who are either working or looking for work), particularly among
women and young people. The problem of growing work disincentives aflects both the high and
low ends of the income distribution. Those with above-average incomes face new tax brackets if
they do anything extra to raise family income, while those with low incomes face the equivalent of
marginal tax rates of 50-100% because adding to earned income results in losing welfare or the
earned income tax credit, and also food stamps and Medicaid.

Dropping out of the labor force has not been confined to married women. The participation rate
among single women rose from 64.4% in 1980 to 68% in 1989, but then fell to 66.4% in 1992-93.
The participation rate among married men older than 35 actually increased a bit from 1985 to 1989,
in contrast to previous trends, but has declined in all age groups since then.

For all the attention being paid to the "middle class," that is the only income group that has nor
suffered an increase in marginal tax rates in recent years, aside from the increase in Social Security
tax rates and (more importantly, at the margin) the amount of income affected by those rates. Those
earning less than about $100,000 (before deductions) are stifl in a 28% bracket, and do not have their
deductions and exemptions whittled-down if they add to their incomes through work or saving.

In 1994, the problem of slow labor force growth persisted. A new and more-inclusive measure of
the labor force was adopted, which cannot be properly compared with the different figures for 1993.
In the first eleven months of 1994, however, labor force growth was below 1% -- extremely low,
considering the fact that labor markets are tight. The argument that people have dropped out of the
labor force because they are "discouraged with their job prospects,” rather than discouraged by
taxes, is difficult to reconcile with the fact that the slowdown has gotten worse as unemployment
fell -- in marked contrast with the rapid increase in participation rates in the eighties, when
unemployment was often much higher.*

Estimates of potential economic growth -- how fast the economy can grow after reaching full
employment -- typically treat labor force growth as "given" by demographics, and productivity as
given by past trends. This is a convenient but misleading simplification, because both labor force
and productivity can be affected by economic policies.

Income and payroll tax rates affect the percentage of the working-age population that is willing to
work ("labor force participation rates"). Labor force participation is also affected by "entitlement”
policies that offer cash and non-cash benefits on the condition that recipients either do not work
(unemployment benefits, and the work test on Social Security retirement), work only limited hours
per month (the AFDC-UP program), or keep earned income below certain limits (the Earned Income
Tax Credit, food stamps, Medicaid, housing allowances, and AFDC).*

The labor force consists of the number of people who are either working or seeking work. Itisa
measure of labor supply, not demand. Public policy cannot do anything about demographics -- the
number of births 18-20 years ago -- but that is only one source of added labor. Many adults not
currently looking for work are nonetheless capable of working, if the after-tax rewards looked more
appealing than alternatives (such as relying on a spouse's income, pensions or transfer payments).

Because of rising participation rates until 1989, demographers urderestimated actual labor force
growth in the eighties (it was expected 1o be no more than 1.5%, but turned out close to 1.7%).
Demographers have overestimated labor force growth since 1989, because participation rates have
responded to different tax incentives. For demographic reasons alone, the labor force "should” be
growing by at least 1.3% a year. But the actual increase in 1993 and 1994 was only about 0.9%.
If continued, that means the economy's potential future economic growth will be nearly a half
percentage point below what demographic projections have led many to expect, and even fusther
below the experience of the eightics (when labor force growth was above the demographic trend).

Tax policy can do something about weak labor force participation. This just requires lower
marginal tax rates -- particularly on secondary workers and prospective retirees, but preferably on
affluent primary workers (who can easily afford to work less, or retire) and welfare recipients as
well.
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A Brief Survey of Some Evidence on Work Incentives

In the past, it was common for economists to be skeptical about the impact of high marginal tax rates
on work effort. Early studies were rather crude, sometimes just surveys. Even the more serious
studies usually focused on people with low or moderate incomes, rather than those in the highest tax
brackets, and studied only the effects of tax rates on hours worked among those who did work,
rather than on the decisions about whether to work at all (participation rates), where recent studies
find a strong response among women.

What follows is a brief sample of recent research on the labor supply response to marginal tax rates:

. Robert Triest finds "the participation decision is more sensitive to economic incentives than
hours worked." Despite problems with existing studies that tend to underestimate the
response, Triest nonetheless finds the evidence clear that "increasing the higher tax rates
results in sharply higher efliciency cost, and raises less revenue.”®

. An econometric study by the research staff of the International Monetary Fund nonetheless
estimated that work hours too would be greatly affected: "An increase of 1 percentage point
in either consumption or labor income taxes may induce a reduction in the hours of work
between 1/2 and | 1/2 percentage points."”

. James Ziliak of the University of Oregon estimated that a 30% increase in marginal tax rates
on the top 1% of U.S. taxpayers [smaller than the actual 52% increase -- from 28% to
42.5%] would eventually reduce hours worked by as much as 11% and reduce revenues by
a comparable amount.® People with very high incomes have a great deal of discretion over
how much they work and invest, in what forms they are compensated, and so on.

. Martin Feldstein, President of the National Bureau of Economic Research, notes that
increases in marginal tax rates induce people "to alter theic taxable income in a wide variety
of ways including changes in labor supply, changes in the form in which employee
comp ion is taken, changes in portfolio investments, changes in itemized deductions and
in other expenditures that reduce taxable incomes, and changes in taxpayers compliance."®
Feldstein uses data from the 1986 Tax Reform 1o estimate that the 1993 increases in the
higher marginal tax rates are quite unlikely to increase revenue in the longer run, as Ziliak
and Triest also found, but due here to greater tax avoidance as well as reduced work effort

. Alan Auerbach argues that Feldstein's research on the surprisingly favorable effect on tax
revenues from reducing the highest tax rates in 1986 is likely to understate the revenue
losses from the 1993 increases in tax rates. "Because the 1993 Act is very progressive,"
Aucrbach wrote, “its income effects on labor supply and saving . . . would lead to a greater
behavioral response . . . than occurred after the 1986 Act.""" The CBO has observed that the
tax schedule is now as steeply graduated as it was back in 1977 (tax rates appear lower
today partly because we forget how many "loopholes” there were back then).

With so many of these distinguished economists predicting that the 1993 increases in marginal tax
rates would lead to reduced revenues, an obvious question is why has this not yet been apparent?
First of all, there was a huge surge in reported income, and tax receipts, in December of 1992 [fiscal
1993]. That was because many clever people arranged to receive bonuses, investment income and
accounts receivable paid into the 1992 calendar year in order to avoid the expected 1993 tax hike.
That is, the revenue surge in fiscal 1993 was paid at the /ower tax rates of calendar 1992. There was
a second surge in tax receipts in April of 1994, when payment became due on taxes retroactively
imposed on 1993 income. Aside from the few who chose to take three years to pay the surprise
additions to their 1993 tax bill, this was a one-time revenue windfall that will not be repeated.

Finally, it should be pointed out that not all responses 1o higher tax rates are immediate. Decisions
to retire early, for example, will be affected for many years by the tax rates enacted in 1993,

Philip Trostel of the University of North Carolina finds that decisions to go to college or graduate
school are also extremely sensitive to expected future tax rates on income later in life -- particularly



104

graduated tax rates that fall most heavily on the rewards to education at the peak earning years
(middle age)."" Each 1% increase in tax rates leaves the economy with nearly a 1% smaller stock
of human capital, Trostel estimates. Punitive tax rates on "the rich" (that is, on mature two-earner
families with college degrees) gradually leave the economy with fewer rich people to tax. But that
also means fewer educated people left in the work force, and a less productive and prosperous
economy.

What we can already observe is that the labor force is not growing nearly as fast as it used 10, and
the slowdown is too large and sudden to explain by demographic trends. The inclination to drop out
of the labor force (or at least not drop in) appears concentrated where work penaities have most
clearly increased since 1990 -- among married women in families where the husband earns more
than about $100,000, and also among single women with chiidren who are caught in a "poverty trap"
-- risking the loss of many benefits if they work.'> The combined system of tax rates and transfer
payments thus imposes huge work penalties on women, married or not. Steep marginal tax rates are
unduly harsh on men too, which helps explain why the male participation rate has begun falling
again, from 78.5% in 1989 to 77.3% in 1993. Labor force participation also dropped in Canada
after they imposed higher marginal tax rates on upper-income families in 1990, and tax revenues
then fe!l for four years despite the addition of a national sales tax.

Child Tax Credits With An Income Ceiling Would Raise Marginal Tax Rates

Proposed tax credits per child — even if they were extended to college-age dependents -- would
reduce average taxes without lowering the marginal rate.”® If someone is in a high tax bracket
before calculating such a tax credit, she is still in a high tax bracket affer the credit. With no added
incentive to increase labor effort or savings, tax credits can promise no dynamic feedback eftect on
revenuces.

Ceilings on the income at which tax credits for children would be available would, in fact, increase
marginal tax rates for those whose income approached the ceiling. Any efforts to raise income
would be punished by losing the credit. The lower the income ceiling, the more families would be
affected by this disincentive. The more children such families had, the higher the effective marginal
tax resulting from phasing-out the tax credit. If a tax credit or enlarged deduction for children is
adopted, as a matter of social rather than economic policy, there should be no ceiling on the income
of taxpayers eligible for the ceiling.

Taxing Social Security Benefits Is Not Exactly The Problem

1f people work beyond age 65, and earn more than a trivial sum, they lose half their Social Security
benefits. In a society with an aging and slow-growing population, a more perverse penalty on
working can scarcely be imagined. Proposals to double the amount of income that older people are
"allowed" to earn are far too modest. There should be no earnings test at all. Once again, static
estimates of what this would supposedly cost, in terms of increased Social Security outlays, are
worse than useless. Clearly, many older people would keep working if there was no earnings test
-- often earning very high incomes and paying high income, payroll and sales taxes as a result.

In 1993, retired couples with incomes above $44,000 (or singles with incomes above $34,000) were
subjected to income taxes on 85% of their Social Security benefits. This further penalizes work
among older people, since earned income could easily push income above these very modest
thresholds.

The income thresholds at which benefits become 85% taxable penalize prudence as well. Putting
"too much" savings away for old age, or contributing "too much" to defined contribution pension
plans, will push income up to the point where Social Security benefits become heavily taxed. The
message to those not yet retired is this: Do not save too much for retirement, or the government will
tax-away most of the Social Security benefits you have been promised. In a society that is aging
fast, this policy is a dangerous encourag to irresponsibility and dependence, even aside from
the effects of weak savings on capital formation.

The Senior Citizens Equity Act would gradually rolt back the tax to 50% of benefits within five
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years, rather than 85%. The long phase-in period makes the change appear more vulnerable to
political reversal during that time, which means it is apt to have a less beneficial effect on retirement
planning than outright repeal.

The most serious problem, however, is not the taxation of benefits per se, since those benefits
certainly are income. The perverse incentives arise from the much higher taxation of benefits for
those who have foolishly saved for retirement, or who continue to work. If all Social Security
retirement benefits were taxed at the same rate regardless of income, then older people with low
incomes would still pay taxes at a zero or 15% rate on their total incomes, including whatever
proportion of benefits is counted as income, while those with higher total incomes would (under the
current rate schedule) pay a higher percentage of their incomes in taxes. As with the income ceilings
on deductions and exemptions, and the proposed income ceilings on child tax credits, the income
cetlings on what proportion of Social Security benefits is taxed constitutes a very stecp marginal tax
on activities that would add to income.

Incentives Matter

The economy cannot keep adding several million jobs a year, as we became accustomed to in the
eighties, if the labor force continues to grow by only about one million a year, as has been true in
the recent past. Labor is rapidly becoming quite scarce, and skilled labor even more so. The
economy cannot afford tax and transfer policies that virtually force two earner families to become
one-earner families, bribe one-earner families to go on welfare, or slash and tax the Socia! Security
benefits of older people if they dare to keep working. The economy needs better incentives to both
work and save, which are two activities that normally depend on each other. If many people stop
trying to earn a salary, they can't very well save..

There are two basic alternative strategies for repairing the tax code. One technique is to leave high
marginal tax rates in place and attempt to repair the resulting inequities and inefliciencies by
extending tax deductions and credits. While such a piecemeal approach is often better than doing
nothing, it is almost always less efficient than the second strategy -- rolling-back the highest, most
distortive marginal rates to the pre-1993 level.

In the debates over tax legislation of 1986, 1990 and 1993, economic efficiency and incentives
often took a back seat in recent years to competing definitions of tax “fairness.” Yet the foundations
of economic progress -- labor and savings -- have been rapidly eroding since 1992, and a solution
cannot prudently be delayed much longer. Labor force growth is very slow, savings have fallen,
and U.S. investment opportunities are not attracting sufficient foreign capital to finance needed
investments or the current account deficit. Without prompt improvement in labor and savings
incentives, the U.S. economy is likely to run out of room to grow before 1996, when many of the
proposed tax changes begin to take effect.

Marginal tax rates are simply too high, particularly on the poor, the semi-rich and their spouses, and
the aged. Tinkering around the edges of the tax code may help, but not much.
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Mr. CrRANE. Thank you very much for your testimony.

The first to inquire is Mr. Bunning,

Mr. BUNNING. Thank you, Mr. Chairman.

Prior to the 1986 Tax Reform Act, working couples could claim
a deduction of up to $3,000. Ms. O’Connell, you said that we could
do something like that or something else.

I wanted to understand exactly what you were proposing. You
propose that we may bring that back or do you think it is a good
idea to bring that back or to do some kind of percentage, like you
were talking about?

Ms. O’CoNNELL. Mr. Bunning, the credit operates most simply in
the minds of taxpayers, in my opinion, and it gets at the problem
most readily. The deduction at the lower levels is simply less relief
for the penalty.

The ratio that I discussed is a little bit different notion from
makin% the credit a flat dollar amount. I made some assumptions
about how that, which I have read in the Contract With America,
and in the statute, the American Dream Restoration Act, would
have to work for taxpayers to be able to figure out what their mar-
riage penalty was and then figure out a credit.

ey are going to have to calculate income as if each had that
income individually, then figure a tax as if each were unmarried
individuals, then calculate their joint return tax and subtract the
lower unmarried individual sum from the higher joint return tax
to get a marriage penalty.

When they come up with that number, there are a few things
that they could do. One is know that under some other formula
they can take up to whatever the government says, whether it be
$3,000 or $2,500, depending upon where the revenue limit cuts in.

But another thing the government could do is estimate what that
total marria%e penalty was for that year and then know that the
cost that will be relieved in this year is, for example, $2 billion, as
is currently proposed for 1996. So if the Treasury Department
made an estimate, as we have heard alluded to, that the total mar-
riage penalty were a $100 billion, and then we knew we were going
to relieve $2 billion of it, when people calculated their marriage
penalty, they would reduce that amount by 2 percent and that
would be their credit. So there is an opportunity, once people walk
through what they are going to have to walk through to calculate
their penalty, we can’t avoid that, they could be given some 2 per-
cent number in that example for them, instead oﬂust a flat dollar
amount.

Mr. BUNNING. Currently, the marriage tax penalty falls particu-
larly hard on low-income workers since marriage means the loss of
earned income tax credit and means-tested benefits. In essence,
doesn’t our current income tax system tell these groups not to work
or to marry?

Anyone,

Ms. O’CoNNELL. Well, if I may continue——

Mr. REYNOLDS. Yes.

Ms. O’CONNELL. It certainly may——

Mr. BUNNING. The answer to the question is yes?

Mr. REYNOLDS. Yes, the tax and the transfer payment system do
that, including the EITC.
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Mr. BUNNING. If Congress passes new work requirements in the
context of welfare reform, doesn’t marriage penalty relief come as
a priority?

Ms. ALSTOTT. As I have said in my testimony, I think that if we
are going to have marriage penalty relief, it is appropriate to direct
it to EITC recipients.

Mr. REYNOLDS. I agree.

Ms. O’CoNNELL. I agree, too, up and down the board.

Mr. BUNNING. OK. We don’t do the whole thing, and we can’t be-
cause of the cost, obviously. But the thrust and the direction we are
trying to take in the Contract is $10 billion over the next 5 years.
Is that too little, too small, or too large, or is there a happy me-
dium that we could find? Obviously, to make a bigger impact on
it, the number ought to be larger. But in reality, the cost gets into
what is the ability of what we can do and what we can’t do.

Mr. REYNoOLDS. If it works, it shouldn’t cost anything.

Aren't we trying to encourage people to work?

Mr. BUNNING. Absolutely.

Mr. REYNoLDS. Don’t they pay Social Security tax, income tax,
sales tax?

Mr. BUNNING. We are trying to do that on many sides of this
whole thing here.

Mr. REYNoLDS. You have got to encourage work. It certainly
won’t cost much.

Ms. ALSTOTT. I suppose that gets us squarely back into the issue
of dynamic scoring.

r. REYNoLDs. I was doing some dynamic scoring.

Ms. O’CoNNELL. How broad the analysis is going to be. To con-
fine yourself solely to the marriage penalty, I would say the relief
ought to be more. It is probably a 2-percent drop in the budget.

Ms. ALSTOTT. On the other hand, as the previous panel pointed
out, the committee is considering these proposals in the area of def-
icit reduction. So in my judgment, incremental relief is appropriate.

Mr. BUNNING. OK.

Thank you, thank you panel.

Mr. CRANE. Mr. Hancock.

Mr. HANCOCK. Just a real brief comment.

Ms. O’Connell, when you first started your statement, you said
that you had been working for several years helping people accu-
rately fill out their income tax return.

Ms. O’CONNELL. Yes, sir.

Mr. HANCOCK. You stressed the word “accurately” it seemed like,
Is this—a part of what we are doing here, even though I am very
much in favor of doing something about the penalties, is there any-
thing we can do to simplify the tax return? I mean, the compliance
cost is just getting absolutely ridiculous. You may make a good liv-
ing doing it, filling out returns, but the average Ph.D. ought to be
able to fill out his own income tax return.

Ms. O'ConNELL. I think some of the best minds the Treasury De-
partment can bring to bear works on making that simple as pos-
sible. It is an extraordinarily difficult system about which it asks
people to report.

Unfortunately, there is a lot of data on that return for which
most of the people you are hoping to help with marriage penalty
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tax relief have no interest. We have tried to pull most of that more
complicated data out on to schedules and have EZ returns and
such, so that most of the people all of the time never see the full-
blown complexity of the 1040. We should always continue to be
achieving that goal.

I want to underscore that this calculation that you ask people to
make, it i1s my experience from practice, will not be one that they
will find either too time consuming or too complicated because they
think they are going to get money back. That always causes an en-
thusiasm for recordkeeping from the outset.

Americans forget to find a lot of records, but everybody I know
this month is looking for that statement from their bank about how
much mortgage interest they paid. So we know that if we design
a relief provision that facilitates the family’s economic situation,
however those very brilliant people in the Treasury Department
stress it on one more form, it will be something that people will
look for, that they will carefully report about, and that they will
be able to do.

I urge on you that some of these allocations, for most of the fami-
lies all of the time, are things they simply know. They know the
interest on Mary’s account is Mary’s, and the interest on John and
Mary’s joint account is theirs, 50/50. This is not end-of-the-world
complexity for them.

Mr. REYNOLDS. I would like to comment.

I think most of the people on the previous panel as well as this
one have made the point that high marginal tax rates complicate
your chores. We get a bigger marriage penalty, this includes mar-
ginal tax rates in the welfare system. The marriage penalty be-
comes a problem because you have got high marginal tax rates.

From 1982 to 1986, we alleviated that by giving a credit of 10
percent of the second-earner salary up to a lid of $3,000, which ef-
fectively meant up to a lid on income of $30,000. That sounds a lit-
tle low to me right now.

Second, it was certainly simple and clean and a lot easier to fig-
ure out than this proposal, which I still can’t figure out. Reviving
the pre-1987 two-carrier credit is one way out.

Ms. O’CoNNELL. I will help you.

Mr. REYNOLDS. But in 1986, when the rates came down to 28,
or 33, or 31 percent, I have a feeling not many people cared any
more. We certainly had a tremendous increase in work effort, and
particularly among wives of high-bracket taxpayers. We had a tre-
mendous increase in the formation of two-earner families. I think
that the obvious solution is we made a mistake in 1993, and I
think that the recent election had something to say about that
question, too.

Mr. Hancock. I just came back this last weekend and they in-
formed me of what went on, not only with 1993 and what it has
done to subchapter S companies, but also I happen to be from the
State of Missouri, and I am convinced that Governor Mel Carnahan
and Bill Clinton must have belonged to the same fraternity or
something, because he did it in the State of Missouri, and it is a
50-percent increase in the amount of Missouri income tax, all cor-
porations, a substantial increase.
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In fact, you can no longer take the deductibility of the Federal
tax from your Missouri tax, which is a double whammy. They were
both passed, in fact, at the same time, in May 1993, by the Mis-
souri State Legislature and the U.S. Congress. I don’t know what
is going to happen, but there is going to have to be something done
about it. The Chairman is not there so I can go ahead and use the
time,

Mr. BUNNING. The Chairman is here.

Mr. HANCOCK. Oh, you are still here.

OK, I didn’t see him there in the middle.

I am sorry, Mr. Bunning.

Mr. BUNNING. That is a%] right.

Mr. HaNcocCK. May I ask one final question?

Mr. BUNNING. Go right ahead.

Mr. HANCOCK. Just real quickly; should we consider the flat tax?
I mean, should we get into it with both feet and look at what is
going on there, or should we just say, well, it sounds good?

Ms. ALSTOTT. I would like to really concur with the answer you
got last time from Dr. Steuerle. Flat tax means some different
things to so many people, income versus consumption and so on.
I think there are some intriguing proposals out there that would
combine a flat rate of tax for a lot of people, which does help with
administrative simplification, with a fair amount of progressivity
by increasing personal exemptions and so on.

Mr. REYNOLDS. The best should not become the enemy of the
%3od, and you are not going to be passing a flat tax any time soon.

e’ve got problems ahead right now: a $50 billion annual shortage
in personal savings compared to 1992, a big drop in labor force par-
ticipation, a slowdown in labor force growth.

You are not going to make it to 1996, when most of these propos-
als kick in. The economy is going to run up against a wall. A flatter
tax is in order right now.

We had one prior to 1989. It was working pretty well. It was
muffed in 1990 and 1993, in my judgment. Go back and take a
look. Not all the changes that were made were bad, but the ones
that had the effect of discouraging additional work and savings
were bad, and have been ineffective and will prove to be revenue
ineffective as well.

Ms. O’CONNELL. I think there are enough of us to consider more
than one thing at a time. I wouldn’t let us be distracted by the flat
tax.

I urge you to do these kinds of things that the public expects and
understands. They heard about this, they are looking for this.

A flat tax becomes interesting to them, I think, as they hear
about it in the press, but let’s not get off on a sidetrack where we
could park our engines for years. I think we ought to go forward
down the main track.

Mr. BUNNING [presiding]. The time for the gentleman has ex-
pired.

Mr. McDermott will inquire.

Mr. McDerMoTT. Thank you, Mr. Chairman.

I always listen to these and read these proposals that are put
forward by the Republicans. They don’t believe in social engineer-
ing. So I try to figure out what is behind what they are doing.
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It sounds to me from listening to you, like the purpose of this is
to get women into the work force, to make women go to work so
that we will have enough employees or something. I can’t under-
stand what this is directed at.

Is this directed at people at the bottom who are on welfare, to
get them into the work force? Or is it dealing with two attorneys
who are married, each making $100,000 apiece, are they the ones
this is directed at, so we will keep that woman at work at a
$100,000 apiece, or what is it you are—what do you think the prin-
ciple is that drives this proposal? Because as the gentleman says,
it is not fairness we are worried about here, so it is something else.
What is it?

Mr. REYNOLDS. Is the question addressed to me?

Mr. McDERMOTT. Well, to any of you.

Mr. REYNOLDS. The two groups you mentioned, low income and
high income, are the people that face the highest marginal tax
rates. That is to say, if they do anything to add to their income,
save, work longer hours, second person goes to work, they are very,
very heavily punished for their efforts.

One could make a fairness case that this is not very nice, that
to tax the $30,000 income of a wife whose husband makes $150,000
at a 36-percent rate isn’t very nice. But I don’t particularly care
about the fairness issue.

What I care about is that we have effectively discouraged a lot
of people—encouraged them to drop out or discouraged them from
dropping into the labor force. That is actually an economic problem.
That is a constraint on economic growth.

We are at 5.4 percent unemployment. The previous cyclical peak,
1987 to 1989, and it is also the peacetime peak, is about 5.5 per-
cent. You can’t knock it down very far from there.

So now, from now on, any growth of the economy has got to come
from productivity growth or more workers. We don’t have more
workers, we are running short. You have got a problem. If you add
1 percent labor force growth to even an optimistic 1.5 percent pro-
ductivity growth, the best you can hope for is 2.5 percent GDP
growth.

Mr. McDERMOTT. So the real purpose is to drive women into the
work force, is that what you are talking about?

Mr. REYNOLDS. Not to artificially discourage them from working
in the same way that we do not artificially discourage other people,
like men.

Ms. ALSTOTT. I would also say that I am concerned about both
distribution and incentives. Distributionally, it is simply arbitrary
to impose a marriage penalty on people.

Mr. McDERMOTT. I agree with that. I mean, it is arbitrary. We
have arbitrary stuff all through the code, we have the notch that
we deal with with senior citizens. Maybe we should pay for this by
taking away the marriage bonus from the other people and pay for
the people who are getting the penalty.

Ms. AistoTT. If that were administratively feasible, 1 think it
might not be a bad idea. A marriage bonus is at least as arbitrary
as a marriage penalty.
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Mr. MCDERMOTT. So you don’t have any real problem with that.
It is simply that it is arbitrary and you would like to get rid of the
arbitrariness by giving everybody a bonus for getting married?

Ms. ALSTOTT. I would like to at least reduce the arbitrariness.
Eliminating would cost a lot more money.

Mr. McDERMOTT. You all raise this. I mean, everybody should
understand that the Treasury says this thing would cost $72 billion
to do properly over the next 5 years. That is about $14 billion a
year. We are putting in $2 billion, and it is very nonspecific.

Do you trust the Treasury to design the kind of thing? I mean,
they are unwilling to put forward any language about how it
should be done. Do you trust the Treasury to do something better
than what is already there?

Ms. ALSTOTT. I actually don’t support the proposal as written in
the act now. I understood the committee would be considering that
proposal and others.

My own testimony goes into a number of variants on the two-
earner deduction and the two-earner credit, and one thing the com-
mittee might want to consider is targeting it, based on empirical
information from your staff, to different income groups and/or in
other ways, in other words, to get the most money you can out of
the $2 billion a year that is allotted.

Mr. MCDERMOTT. So if you use the $2 billion entirely for the peo-
ple who are in the lower end of the economy, that would make
more sense to you?

Ms. ALSTOTT. I would want to see numbers. It gets a little bit
complicated because, as you know, marriage penalties and mar-
riage bonuses depend on the distribution of income within the cou-
ples, and I think your staff might be able to give you some better
information. But sort of subject to that kind of information, and
seeing how well targeted the two-earner deduction or credit would
b?, it might make some sense to target it to the low end of the pop-
ulation.

Ms. O’CONNELL. It is my opinion that women haven’t stayed out
of the labor force just because of the marriage penalty. In 4 years,
you ought to across the board try to eliminate this problem. The
credit is not too complicated a way to do that. People will under-
stand it. Treasury can show them how to do it on a form. It is just
not that hard to do.

Mr. MCDERMOTT. Would you think, though, it would be better to
have this very targeted at those people at the bottom, those people
making $15,000, $20,000? If a man making $15,000 and a woman
making $15,000 marry, they are going to get in this penalty situa-
tion. So would it be better—wouldn’t it be better, in my opinion,
at least, to target it at that couple than the one making $100,000
and $100,000?

Ms. O’CoNNELL. Well, it certainly sounds appealing. It is a policy
question about progressivity. When I last looked at the public data
about this, it turned out that for the couples who were paying the
marriage penalty tax, something like 90 percent of the people who
were paying it were paying it in respect of earned income alone.
So if you take out people who have investment income, which you
think of as the higher end of the economy usually, you are helping
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most of the people all the time. So I think you could spread the
marriage penalty pretty broadly, give significant help

Mr. McDERMOTT. As long as it was only on earned income.

Ms. O’ConNELL. That is right, give significant help to the lower
ends of the marketplace about which you are concerned, and yet
give a lot of help to some other families I have heard described
here who are starting out with two—whether they be professional
or professional Bachelor of Arts degrees, who are getting their first
job. They are closer relatively in income and that penalty hurts
them the most. As they wali{ through our system now with its
higher rates and its phaseout of other benefits, it keeps hitting
them harder and harder and harder.

So you have to pick a policy place from where to stop it, and you
maybe have to pick a practical place for what it costs to stop it
there. But you can go a long way down the road doing a lot of good,
even at the numbers you are talking about now.

Mr. BUNNING. The gentleman’s time has expired.

Mr. Christensen.

Mr. CHRISTENSEN. Thank you, Mr. Chairman.

Mr. Reynolds, you mentioned during your oral testimony that we
should attack the Tax Code in a more frontal way, rather than de-
ductions, credits, exemptions and so on. I would like to know your
best-case scenario for a frontal attack and does that include all the
alternatives on tax provisions we have heard for the upcoming year
that we are going to be looking at?

Mr. REYNOLDS. Well, the best-case scenario would be something
like Representative Armey’s plan. But I just made the point that
I don’t think the best should become the enemy of the good. If, for
example, we were to restore a credit similar to the one we had for
two earners up until 1986, considering the high marginal tax rates
we have in place today, that, of course, would be folded out later
if we went to a flat tax.

Mr. CHRISTENSEN. Well, I know the——

Mr. REYNOLDS. The best I think I would expect to accomplish in
this session of Congress is to repeal the 36-percent tax bracket. I
would also like to see repealed the “temporary” 1990 provision that
was made permanent in 1993, that folds out deductions and exemp-
tions as your income exceeds $108,000. That, too, is an increase in
marginal rates, a very sneaky one, and part of the marriage pen-
alty, as was just pointed out.

As your income rises, whether it is from one earner or two, you
begin to take a step from the 28- to the 31- to the 36-percent brack-
et, and you are losing your deductions and exemptions. Pretty soon
the message is very clear: let's play more golf, one of us should stay
home. The economy is deprived ofythe services of some very highly
educated, competent professional people who would, were they not
being so heavily punished, go to work.

Although I said I wouldn’t dabble in fairness, I don’t think it is

articularly fair that just because one spouse happens to make over
§140,000 of taxable income that the other one, regardless of his or
her income, is taxed at that same rate. I don’t see that as fair. That
is not two people making the same income. Very often the second
person is making only $20,000 or $30,000, yet they are in the high-
est tax brackets.
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Mr. CHRISTENSEN. You mentioned Dick Armey’s flat tax. Some
day I hope we will be able to sit down on April 14, the night before
our taxes are due, and on a 4 by 6 card or a 3 by 5 card be able
to put down earned income or unearned income and go ahead and
put down the 17-percent tax, fill out this little card and have it all
done with.

My question to Ms. O’Connell would be, on that idea, there are
grobably 70,000, 80,000-plus accountants in your profession that

eloni to the AICPA and other organizations. As a tax attorney,
what kind of ramifications do you see for your own profession?

Ms. O’CoNNELL. We would love it, and there is plenty to do. You
know, the gentleman has left the dais who asked me questions
about helping people prepare returns accurately. Tax attorneys
rarely prepare returns. We tend more to follow the elephants, I am
afraid, after the returns have been filed.

But in thinking about how to make it easier for a nation to un-
derstand what is on the returns, and thinking about how to advise
my clients how to keep those receipts in the first place, what to
look for, how to conduct themselves in the most advantageous way
when they don’t have sophisticated financial situations, something
like the marriage penalty tax is doable.

What do we think about a simpler tax system with simpler re-
turns? There is a wonderful thing to be accomplished there, for in-
dividuals in particular. The business return, whether it be a sub-
chapter S or a small C corporation and major corporations’ returns
will give this profession enough to do as long as any of us in this
room would be doing it, I thinE.

Mr. CHRISTENSEN. I thank you.

Ms. Alstott, what kind of law do you teach and what did you do
prior to your tenure at Columbia?

Ms. ALSTOTT. I teach tax law and tax policy and social welfare
policy. Before I became a law professor at Columbia, I was in the
Office of Tax Policy of the Treasury Department as an attorney ad-
visor.

Mr. CHRISTENSEN. I really enjoyed your remarks.

Thank you, Mr. Chairman.

Mr. BUNNING. Mr. Ramstad will inquire.

Excuse me, Mr. Rangel.

You are next, Charlie.

Mr. RaMsTAD. That is right, Charlie. They get us confused more
than once.

Mr. BUNNING. Mr. Ramstad.

Mr. RamsTaD. I will be glad to yield.

Mr. BUNNING. Go ahead.

Mr. RamstaDb. Thank you, Mr. Chairman,

First of all, I want to commend this panel for its pragmatism and
wisdom as well. It is refreshing to hear the input of the type we
have just heard. Let me ask one question.

In view of what I think is a consensus of the panel and most ex-
perts that phaseouts or targeting of tax benefits aggravate mar-
riage tax penalties and produce work disincentives, I would ask the
panel, how would you evaluate the administration’s proposal to
limit child tax credits to families with incomes of less than
$60,000?
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Ms. ALSTOTT. I think when we are talking about phaseouts, I
mean, revenue is always important and I am sure that the admin-
istration’s proposal was driven by that. Clearly, whenever you have
a phaseout, whether it is in the tax system or the welfare system,
you do get work disincentives.

On the other hand, it is important to distinguish between dis-
incentives, which are financial penalties on actual earnings, and
the actual effects of those disincentives, which is a much more com-
plicated question. The task of the committee is a very difficult and
complex one, which is to weigh the additional revenue cost of giv-
ing some relief to people over $60,000 or $65,000, against the mar-
ginal disincentives. So my point is just that I think it is a little
harder question than Mr. Reynolds does.

Mr. RamsTAaD. What you are saying really, it is difficult to gener-
alize as to the effect of the disincentives? Conceding the disincen-
tive aspect, it is difficult to generalize behavior there from?

Ms. ALSTOTT. I think that is right. Although I am not an econo-
mist, it depends on which kind of group and at which income level
the disincentives are falling on. Married women at all income levels
are relatively sensitive to work disincentives, married men I be-
lieve are less sensitive to them.

Mr. RaMsTAD. Would the other two witnesses care to comment?

Mr. REYNOLDS. Yes, I would.

I have quite a few studies that you can go and check yourself
that show the incentive effects are quite strong. I believe they are
also stronger on primary earners than people think, primarily
thr((i)ugh the process of early retirement. But we will leave that
aside.

The lower the threshold at which you cut off this benefit, any
benefit, or the lower the threshold at which you begin to tax Social
Security, for that matter, the more people are affected, obviously.
So your $200,000 cap, although I object to it in principle, isn’t going
to affect very many people, because most people who earn over
$200,000 don’t have young children anymore. They have old chil-
dren, who by the way, are more expensive. But as you approach—
let’s say you phase 1t out between $60,000 and $75,000, which is
what I think the President’s proposal is. To be losing a $500 credit
that quickly, that is a very sharp marginal rate. The more children
you have, the sharper it is.

With four children, that is $2,000 of tax breaks lost by raising
your income $15,000. You would think twice about increasing your
income. It encourages you to do almost anything but do that. To
the extent you can, you will fudge your tax return. But when that
is not possible, one person is not going to work, or you are going
to work a little less, or you are going to not bother to save, or some-
thing—something bad happens.

Ms. O’CoNNELL. I think the phase-out limit is strictly driven by
budget considerations. It doesn’t make a lot of sense to me that
that, per se, affects people’s conduct. M{] practical experience is
they found out that it happened after it happened to them, when
they in the spring of the succeeding year file a return about last
year’s activity. Then they are close to halfway through that year
and they have to decide what to do about it, they can’t necessarily
do something about it immediately. So these ties are very hard to
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make. Practically speaking, these kinds of family linked benefits
have gone in and out, up and down, cut in and not cut in. I think
a lot of people are saying, I am going to live the best life I can and
cross my fingers. That is what I think.

Mr. RAMSTAD. Thank you, Mr. Chairman,

Thank you all three of you.

Mr. CRANE [presiding). Mr. Rangel.

Mr. RANGEL. Thank you, Mr. Chairman.

Professor Alstott, you said that you taught social policy as well
as taxation. As a matter of social policy, does it make any sense
for us to consider the tax cuts that are presently in the Contract
With America, if the cost in terms of revenue of the tax cut is to
be made up by cutting spending in order to reach a balanced budg-
et? If you assume that Social Security is not going to be cut and
neither the military, and if you assume further that at least 50 per-
cent of the rest of the spending—since we can’t cut interest on the
debt that has to be paid, is it good social policy to cut into those
existing programs, many of which are called entitlements, that pro-
vide for the services for the poor?

Ms. ALSTOTT. Let me just say that my written testimony was
limited really to the merits of this proposal. I understand that your
question goes more broadly. I am not in favor of cutting domestic,
certain domestic programs, in particular, welfare programs. I am
not in favor of taking welfare programs out of their current entitle-
ment status.

It was my understanding that the committee was not particu-
larly interested in my judgment on that. If that is your question,
that is true. Certainly the committee needs to weigh what cuts are
going to be made in order to come up with the $2 billion a year
for this proposal.

On the other hand, I believe there are other areas in which we
mi%z\t, by changing the tax system or other areas of the budget,
make up the revenue. So it is a difficult question.

Mr. RANGEL. Well, you didn’t sound like it was difficult. You said
that if you have to cut social programs, it doesn’t make sense. It
would seem to me that others might have said earlier that if it
didn’t cut the deficit, it doesn’t make sense.

I didn’t ask you that question, because you were not in that area.
So your response—you are saying that you are only responding to
this particular tax policy as it affected people married with chil-
dren. But whether or not it is sound economic policy, based on the
hypothetical I gave you, it would not be.

Ms. ALSTOTT. Based on the hypothetical you gave me, if there
were an opportunity to make up for the revenue in other areas, for
example, by curtailing the home mortgage interest deduction, you
would get a different answer. I think that this policy is a good pol-
icy in the hypothetical you gave me. I think I gave you my answer.

Mr. RANGEL. All right.

Now, for the others, the Census Bureau and the IRS indicate
that there are 14.3 million couples that experience a marriage pen-
alty. This contract is very vague, they just say that $2 billion a
year is supposed to be allocategutowardy relief of this penalty. So di-
vision would say that then you get about $140 a couple relief.
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Now, if that matter is correct, should we be going through all of
this for $140? I mean, is it really worth the administrative costs
and the other problems that we would face, or at least IRS claims
they would face, in changing the system, if indeed it turns out that
they get $140 out of the $2 billion for the families affected?

Ms. O’'CoNNELL. If I may first, I think it is really worth it, Mr.
Rangel. First, I am not sure about how many dollars on any par-
ticular couple’s return it would mean.

Mr. RANGEL. This is only IRS. They hardly know either, but you
know it is hard to know. We are just basing this on the little infor-
mation that has been given to us by those that support this. They
have no bill, so they just say take $2 billion and give relief to the
married couple, couples who are penalized. So we said, OK. If that
breaks out to $140, you can say, well, it is a start.

Ms. O’CoNNELL. Well, Mr. Rangel, what I would urge on you is
that at the lower income levels, while it might be $140 on the aver-
age for every single couple, if everybody was going to get the same
credit, it could be at the lower income {evels that you could do the
arithmetic in such a way that it would be $500 or $1,000 for a par-
ticular couple. That then makes a big difference. So while it is a
drop in the bucket on the average, for some couples it is going to
be a lot more than that. For some families, it can mean a lot more
than that.

Mr. RANGEL. Would you suggest that income cutoff at the high
levels, where you don’t think the $140 would make that much dif-
ference, and apply it to the lower income, make it progressive, so
that it really woufld be something for the low-income people?

Ms. O'ConNELL. I dislike this result so much in the code that I
would like to open it up to everybody without limit. But I realize
that there is a cost of it somewhere, where that just becomes un-
reasonable. I would urge you to push it as far as you can to help
some, every single couple that is paying a tax, just by virtue of the
fact that they chose to be married,; tKat 1s wrong.

Mr. RANGEL. But you would agree with the professor that if in-
deed it meant cutting deep into programs that the poor depend on,
that we shouldn’t even be discussing this at all?

Ms. O’CoNNELL. Well, you are going to have to get the $2 billion
somewhere. I think it i1s silly to meet—well, I would not think it
would be appropriate to somewhat meet yourself coming and going.
If you skew a credit to help lower income people who are seriously
disadvantaged by a marriage penalty tax, it doesn’t make sense to
put it in their left pocket and take it out of their right pocket.

Mr. RANGEL. Makes a lot of sense to me, counselor.

Mr. CRANE. The time of the gentleman has expired.

Mr. Ensign.

Mr. ENSIGN. Thank you, Mr. Chairman.

I think that what we are talking about as far as eliminating the
marriage penalty, first of all, we have to look at what as a country
we want to say when we are dealing with our Tax Code. Do we
wa(rllr} to say that we don’t want to encourage people to stay mar-
ried?

I think that over the course of the history, obviously the family
is the foundation of this country and I think a lot of us when we
were looking at repealing the tax penalty on marriage, are really
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looking at this in more general terms. We want to start reversing
some of what the last 3040 years has done to the family in this
country.

We want to say we are looking for policies that will strengthen
the family. We don’t want to give incentives to break down the
family.

Adélressing some of the flat tax issues that we have heard
brought up today, I want to echo my support for a flat tax. I think
that it, first of all, automatically eliminates the marriage penalty.
You don’t have to do any figuring. If everybody’s paying a flat tax,
there is no marriage penalty, there is no single penalty, there just
are no penalties in that regard. Obviously, it addresses some of
what Ms. O’Connell talks about, and that is the simplification.

One item that I would like addressed maybe by you, Mr. Reyn-
olds, is the GAO was in my office this morning briefing me on some
tax policies and they talked about the earned income tax credit,
that they are going to have a study coming out next week that will
show approximately $1-$5 billion in fraud. When we are talking
about some of these tax credits, could you address, the problems of
fraud? Once again—versus the flat tax. When you don’t have to
worry about the fraud, you have more people coming into the sys-
tem.

Mr. REYNOLDS. Yes. I am actually somewhat sympathetic about
the earned income tax credit. It is, after all, kind of a negative in-
come tax, an old Milton Friedman idea.

I was with George McGovern recently, he was pumping the old
“Democrat” idea he proposed in 1972, I said, “We enacted that, you
know, and it was greatly increased in 1993.” There are a lot of
problems with it. One of them is fraud. Another one is that it im-
poses high marginal tax rates. The more generous we get with it,
the higher the tax penalties on work become. Why? Because you
have to peel it away as income rises.

There is really no alternative to that. Unless you are going to be
giving the EITC to people who make $60,000 a year, you have to
peel it off fairly quickly. If you then combine it with some other
program such as food stamps, extra work can face a 75-percent
marginal tax rate. The EITC family is probably not poor enough to
qualify for Medicaid, but if they were, it is all over: They just can’t
increase family income by extra work.

I can’t over emphasize the importance of thinking at the margin.
The Republicans are talking about increasing the amount of money
exempt from inheritance tax. But once you reach that limit, the
marginal tax rate is 35 to 55 percent, like it always was. So you
have a very strong incentive to limit the amount of savings to avoid
ending up with a big estate, and to do a lot of estate planning that
probably ends up losing the government a lot of money. This failure
to keep marginal tax rates reasonable permeates all of these issues.

We are starting to use the Tax Code to try to redistribute in-
come. There is no evidence in any country, at any time, that this
has ever worked. The only thing redistributive tax policy has ever
done is put a lid on prosperity. It can do that, it can keep people
from getting up there. It doesn’t help poor people to know that rich
people are t(éeing punished for being rich. Basically, the whole no-
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tion is goofy. It leads to all sorts of other problems, including the
EITC, which also has high marginal tax rates.

Mr. ENSIGN. Thank you, Mr. Chairman.

Mr. CRANE. Mr. Ford.

Mr. ForD. Thank you, Mr. Chairman.

Mr. Chairman, I have got one question for professor, is that
Alstott?

Ms. ALSTOTT, Yes.

Mr. ForD. Yes, you concluded your testimony in saying: “If a
credit is the preferred solution, further thought should be given to
coordinating it with the earned income tax credits. A refundable
credit woulfgl provide relief for earned income tax credit recipients
who face a marriage penalty but do not have the necessary in-
come.” There has been a lot of talk on the welfare reform package
in reference, joined with, I guess, out-of-wedlock births by a num-
ber of members on this committee and others throughout this coun-
try. We are talking about low-income people having family breakup
and family values, talked a lot about over this last campaign.

Should we target this marriage penalty credit directly to low-in-
come families, this marriage penalty? Should it be applied only to
low-income families as we take a look at the teenage pregnancy
problem in the welfare package, or will we see family breakup
among low-income families in this country?

Ms. ALSTOTT. Two points, I guess. First of all, again, drawing
this, I recognize, academic distinction, but I think an 1mportant one
between incentives and behavior, it is not all that clear to me to
what extent out-of-wedlock births really are encouraged by finan-
cial penalties in the welfare system or the tax system. But that
being said, clearly it is inconsistent for us, on the one hand, to tell
low-income people through our welfare policy that they ought to be
getting married, and then, on the other hand, through our welfare
and tax policies take money away from them if they do. As to the
question whether we shouldy

Mr. Forp. But the refundable credit would be a credit directly,
even if they did not have the income. They would be receiving a
credit, a refundable credit, I guess, in terms, would mean that they
would receive the amount of money from the Federal Government.

Ms. ALSTOTT. A transfer payment, just like the EITC.

Mr. Forp. Which would, in essence, reduce the welfare payments
on families; is that correct?

Ms. ALSTOTT. It would depend on the language you enacted, basi-
cally. The EITC, for example, does not directly reduce welfare pay-
ments, at least in the first months after it is received. It depends
on how quickly it is spent.

You could adopt that or you could coordinate it differently with
welfare. But it would be possible to give welfare families some
credit, at least if they were two-earner couples. That is an empiri-
cal question, how many of them are two-earner couples.

Mr. ForDp. But we don’t know all of the reasons why paternity
is not established at or before birth. We really don’t know whether
the marriage penalty, applying only to that population that would
qualify for the earned income tax credits, whether or not it would
reduce the payments or reduce the out-of-wedlock births. I mean,
we are faced with the problem in this country and when we talk
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about those out-of-wedlock births, we know that there is not only

a problem at the upper income or middle-income people in America,

but the lower income people who are getting all of the blame for

{,)he ht,eenage pregnancy problems, as well as the out-of-wedlock
irths.

Ms. ALSTOTT. Right. I think you are right, that we simply don't
know. I think of the best social science evidence that we have sug-
gests if there is, if any, a very weak relationship between marriage
penalty and welfare programs, there is clearly a lot of factors that
go into the decision to %:we a child out of wedlock. Whether tax
and welfare policies contribute in a big way, it is not at all clear.

Mr. FORD. When you talk about the refundable credit, what do
you really mean?

Ms. ALSTOTT. By a refundable credit, I simply mean, if we are
going to do this through a tax credit, that we ought to ensure that
at least some of the relief is available to people who get the EITC
or who are otherwise so poor that they do not owe income tax.

Mr. Forn. What if they do not owe income tax, would any of that
apply for a direct

Ms. ALSTOTT. Yes, a refundable credit would mean if they are too
poor to owe income tax, whatever extra credit they have would sim-
ply be a cash refund to them from the IRS, they would get a check.

Mr. ForD. Most AFDC or public assistance programs are means-
tested programs, which would reduce any other Federal payment
going to them through food stamps or through AFDC.

Ms. ALSTOTT. It wouldn’t necessarily do that. You could write
into the legislation language that we now have the current EITC
which limits the extent to which the refund is treated as an asset
or a resource for the transfer payments.

Mr. Forb. It would not have impact overall?

Ms. ALsTOTT. Exactly, if that is what you want.

Mr. ForD. Thank you, Mr. Chairman.

Mr. CrRaNE. | want to thank the panel for their testimony. We
appreciate your appearing here today.

Now I adjourn this panel and convene panel No. 4, Thomas
Bloch, Phyilis Schlafly, Gary Bauer, Beverly LaHaye, and Robert
Shapiro.

If you folks will come up here, please.

Mr. CrANE. Proper etiquette dictates that ladies shall go first. I
want to welcome this panel, but especially I want to welcome a
very dear and longtime friend, a fellow Illinoisan, Phyllis Schlafly.

Phyllis, if you would be so kind to kick it off, we will work down
the line with the fellows.

STATEMENT OF PHYLLIS SCHLAFLY, PRESIDENT, EAGLE
FORUM

Ms. ScHLAFLY. Thank you very much, Mr. Chairman—and I am
very happy to see you there as chairman—and members of the
committee.

Among the many dramatic changes that have taken place in
America over the last 40 years, the changes in taxes are one of the
most important. It is difficult to avoid the conclusion that the Fed-
eral Tax Code has been waging a silent war on traditional families,
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the kind of families that stay together, work hard, raise their chil-
dren, and pay their taxes.

When I was having my children, the typical couple with two chil-
dren paid 2 percent of its annual income in Federal taxes. Today,
the same type of family pays almost 25 percent of its annual in-
come in Federal taxes. TEat means one-fourth of everything they
earn goes right off the top to the government here in Washington.

When we hear wives and mothers assert that today’s economy re-
quires two incomes, that they have to take a paid job in order to
maintain a reasonable standard of living, and that they therefore
need subsidized day care, let’s be blunt about what tl):lis means.
Mothers don’t have to work in order to support their families. They
have to work in order to pay their taxes and support the Federal
bureaucracy.

Of course, we all know that everybody’s taxes have gone up. But
the tax burden on traditional families has risen out of all propor-
tion to taxes on other segments of our society. The skewing of the
Federal income tax came about because of the change in the way
that children are valued and treated.

When I was having my children in the fifties, each child enjoyed
a $600 income tax exemption, which then amounted to 17 percent
of the median family income. A family consisting of a father, a
mother, and two children thus had exemptions of $2,400, or 72 per-
cent of the then median family income.

When my grandchildren were born in the eighties, a child had
an income tax exemption of $1,000 but factoring in the changes in
the median income, the value of money and the tax rates, the
$1,000 child exemption was then only 4 percent of the median fam-
ily income. The per-child exemption had been devalued by three-
fourths.

Since Eagle Forum started exposing this discrimination in No-
vember 1982, the per-child exemption has been slowly raised to its
present level of $2,450. But if a child were to have the same worth
in today’s income Tax Code as it did 40 years ago, the child’s ex-
emption would have to be at least $7,500. However, the per-child
exemption starts to be phased out at the $83,850 level.

Meanwhile, the Federal Tax Code has been powerfully skewed to
favor single-parent families. The head-of-household tax status pro-
vides single mothers virtually the same benefits as the joint return.
The huge expansion of the refundable earned income credit has
tended to make a wage-earning father irrelevant. The Democrats
have falsely called the earned income credit a tax reduction, but it
is actually just more welfare to single mothers because it is a cash
payment scaled up to $2,528.

Also, families that use hired day care for their children instead
of in-home mother care are favored with the dependent tax credit
of up to $960. This is available to parents without any income cap
for wealthy parents. Incidentally, it is the only tax benefit that is
not capped. This means that the higher income two-earner couples
get a credit for higher child care but in-home mothers are even de-
prived of the ordinary child exemption.

These factors have resulted in the situation that traditional fami-
lies, the ones who are keeping their families together and raising
their children, have borne an enormous and discriminatory share
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of the great expansion of government spending over the last 40
years. This result is not only unjust and unfair, it is counter-
productive for society because all social data confirm that children
from traditional families cost the taxpayers much less in remedial
social problems than children from broken families.

The devaluation of the child in traditional families in the Federal
income Tax Code was done really without any public debate or dis-
cussion whatsoever. I, therefore, thank this Ways and Means Com-
mittee for holding this hearing to flesh out this issue for public dis-
cussion. I hope you will consider this $500 tax credit for children
just one step on the way to a large tax reduction and tax relief for
all Americans.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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STATEMENT TO THE U.S. HOUSE WAYS AND MEANS COMMITTEE
by PHYLLIS SCHLAFLY, President. Eagle Forums

January 7, 1995

Among the many dramatic changes that have taken in America over the past 40 years,
the change in taxes is one of the most important. Taxes are not merely a mcans of raising
revenue for the government; taxes provide incentives and disincentives that induce or inhibit
human behavior in a powerful way. It is difficult to avoid the conclusion _that the federal tax
code has been waging a silent war on traditional families, the kind of families that stay
together, work hard, raise their children, and pay their taxes.

When [ was having my children, the typical couple with two children paid 2 percent of
its annual income in federal taxes. Today, the same type of family pays almost 25 percent of
its annual income in federal taxes. That means one-fourth of everything they earn goes, right
off the top, to the government here in Washington.

When we hear wives and mothers assert that today’s economy “requires two iucomes,”
that they “have to take a paid job” in order to maintain a reasonable standard of living. and
that they therefore “need subsidized daycare,” let’s be blunt about what this means. Mothers
don’t “have to work™ in order to support their faruilies; they “have to work™ in order to pay
their taxes and support the federal bureaucracy.

Of course, we all know that everybody's taxes have gone up. But the tax burden on
traditional familics has risen out of all proportion to taxes on all other segments of society.
This skewing of the federal income tax came about because of the change in the way that
children are valucd and treated.

When I was having my children in the 1950s, each child enjoyed a $600 income tax
exemption, which then anounted to 17 percent of the median family income. A family
consisting of a father, a mother and two children thus had exemptions of $2,400, or 72
percent of the then median family income.

When my grandchildren were born in the 1980s, a child had an income tax exctuption
of $1,000. Factoring in the changes in the median income, the value of money and tax rates,
the $1,000 child’s exemption was then only 4 percent of the median family income. The per-
child exemption had been devalued by three-fourths.

Since Eagle Forum started exposing this discrimination in November 1982, the per-
child exemption has becn slowly raised 10 its present level of $2,450, but if a child were to
have the same worth in today’s income tax code as it did 40 years ago, the child’s exemption
would have to be at least $7,500. However, the per-child exemption starts to be phased out at
the $83,850 income level.
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Meanwhile, the federal tax code has been powerfully skewed to favor single-parent
families. The “head-of-household” tax status provides single mothers virtually the same
benefits as the joint return. The huge expansion of the refundable earned income credit has
tended to make a wage-caming father irrelevant. The Democrats have falsely called the
earned income credit a “tax reduction,” but it is actally a cash payment scaled up to $2,528,
i.e., more welfare to single mothers.

Also, families that use hired daycare for their children instead of in-home mother care
arc favored with the dependent-care tax credit of up to $960. This is available to parents
without any income cap for wealthy parents (incidentally, the only tax benefit that is not
capped). This means that higher-income couples get a credit for hired child care, but in-home
mothers are even deprived of the ordinary child exemption.

These factors have resulted in the situation that traditional families, the ones who are
keeping their familics together and raising their children, have borne an enormous and
discriminatory share of the great expansion of government spending over the last 40 years.
This result is not only unjust and unfair, it is counterproductive for society because all social
data”confirm that children from traditional families cost the taxpayers less in remedial social
programs than children from broken families.

The devaluation of the child in traditional familics in the federal income tax code was
done without any public debate or discussion whatsoever. Politics bas been my lifetime
hobby, but I never heard a single Congressman or commentator discuss this massive change in
the income tax code during the years when the U.S. tax burden was shifted onto the backs of
traditional families with children. It was done covertly, behind closed doors, by the
Congressional committees that wrote the fine print of the income tax law.

I thank the House Ways and Means Committee for holding this hearing to fiesh out this
issue for public discussion. We support the $500 per-child tax credit as a first step toward
fairness for families. It should be just as available to upper-income families as the dependent
care tax credit.

The Congressional election last November contains many lessons, but one of them
surely is a loud cry for tax reduction — for everyone. I urge the Committee to look upon the
$500 per-child tax credit as just one step along the way to tax relief for all Americans.
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Mr. CRANE. Thank you for your testimony.
Ms. LaHaye.

STATEMENT OF BEVERLY LAHAYE, PRESIDENT AND
FOUNDER, CONCERNED WOMEN FOR AMERICA

Ms. LAHAYE. Mr. Chairman, members of the committee, as presi-
dent of the Nation’s largest profamily women’s organization, I rep-
resent the over 600,000 members of Concerned Women for Amer-
ica, or CWA. CWA is a grassroots organization with local and State
chapters across the United States and our commitment is to the
preservation of the American family. I am here today to testify in
favor of the American Dream Restoration Act because for too long,
government has placed an undue tax burden upon the shoulders of
families.

CWA is primarily a woman’s organization, and as president, |
travel frequently across the United States meeting and speaking to
many different women from all backgrounds and interests. But I
am consistently overwhelmed and saddened by the untold numbers
of women who tell me they wish they could stay at home to raise
their children, but for economic reasons they must work. When you
look at the figures, it is clear why so many of these women must
remain in the work force.

In 1948, only 3 percent of a family of four’s median income went
to the Federal Government in taxes. But by 1992, that family was
paying almost 24.5 percent of its income to the Federal Govern-
ment. Add to that figure the amounts paid for State, local, and in-
direct Federal taxes and that same family of four paid 37.6 percent
of its income in taxes. While an unmarried, median-income Ameri-
can’s Federal taxes have risen 31 percent since 1948, a median-
income family of four’s taxes have increased 2,500 percent in the
same time. Furthermore, the current Tax Code discriminates
against those mothers who choose to remain at home instead of
pursue a career. Two-income households are given the DCTC, de-
pendent care tax credit, of $480-$720 per child for up to two chil-
dren. But this credit is not available to those families where one
parent remains at home. What kind of message does this send to
American families?

Families are the cornerstone of this Nation. In recent years we
have all heard a great deal about family values and the importance
of strengthening families. Americans are waking up to the fact that
without families, we will fall as a nation.

I was particularly heartened by this Congress’ actions to create
a family friendly environment. I think that is just one example of
a growing realization in America that not only are families vital,
but government cannot provide an adequate substitute for the fam-
ily. Families instill values, tradition, discipline, and serve as the
best agency for health, education, and welfare. So when American
families cannot prosper, neither can the future of America.

Currently, in a two-parent, two-income household, two-thirds of
the average working mother’s salary goes toward increased taxes.
That means the additional income she brings in does not go toward
paying for a house mortgage, braces for the children, or groceries.
This may be one very good reason that so many voters opted for
a change in Congress last November.
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It is not difficult to understand why so many parents who must
work are frustrated when you consider that they watch their
money being consumed by a government that spends six times the
amount each year of what it did in 1948.

I believe the American Dream Restoration Act would begin to
rectify the unfair tax burden on the family and would instead em-
power them. Thirty-five million American families would be eligible
for this 500-dollar-per-child tax credit. For a family of four earning
$40,000 a year, that would mean their tax bill is reduced by 10.4
percent. But all American families should be able to receive this
tax credit, regardless of their level of income. By means-testing this
credit now, the door stands wide open for the level to be decreased
in future years. Furthermore, I think it is helpful to remember that
this money belongs to the men and women who earn it, not to the
government. This tax credit is not entitlement money; if anything,
it serves as a handcuff to keep the government from reaching deep-
er into the pockets of American families.

It has been reported that some Members of Congress are ques-
tioning whether or not this tax credit is a good idea. Some have es-
timated it would cost the Treasury $110 billion over 5 years. There
are, without doubt, many difficult decisions that will have to be
made in order to bring the deficit down and put our country’s fi-
nances back in order. But families cannot continue to shoulder the
responsibility of paying for government’s insatiable appetite.
Spending cuts must i;e made and Concerned Women for America
will support you in that process.

Mr. Chairman, members of the committee, thank you for allow-
ing me to—the opportunity to present our views on this important
issue. Tax relief for American families is critical and its time is cer-
tainly overdue. Concerned Women for America supports the Amer-
ican Dream Restoration Act fully and hopes that this committee
and Congress will pass it quickly. Thank you.

[The prepared statement follows:]
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Testimony of Dr. Beverly LaHaye
President of Concerned Women for America
to The Committee on Ways and Means
United States House of Representatives
January 17, 1995

Mr. Chairman, Members of the Committee, as President of the nation’s largest
pro-family women’s organization, I represent the over-600,000 members of Concerned
Women for America (CWA). CWA is a grassroots organization with local and state
chapters across the United States, and our commitment is to the preservation of the
American family. I am here today to testify in favor of "The American Dream
Restoration Act” because for too long government has placed an undue tax burden
upon the shoulders of families.

CWA is primarily a woman'’s organization, and as President, I travel
frequently across the United States meeting and speaking to many different women
from all backgrounds and interests. But I am consistently overwhelmed and
saddened by the untold numbers of women who tell me they wish they could stay at
home to raise their children, but for economic reasons, they must work. When you
look at the figures it is clear why so many of these women must remain in the work
force.

In 1948 only three percent of a family of four’s median income went to the
federal government in taxes. But by 1992, that family was paying almost 24.5 percent
of its income to the federal government. Add to that figure the amounts paid for
state, local and indirect federal taxes, and that same family of four paid 37.6 percent
of its income in taxes. And while an unmarried, median-income American’s federal
taxes have risen 31 percent since 1948, a median-income family of four’s taxes have
increased 2,500 percent in the same time. Furthermore, the current tax code
discriminates against those mothers who choose to remain at home instead of pursue
a career. Two-income households are given the Dependent Care Tax Credit (DCTC)
of $480 to $720 per child for up to two children. But this credit is not available to
those families where one parent remains at home. What kind of message does this
send to American families?

Families are the cornerstone of this nation. In recent years we have all heard a
great deal about "family values” and the importance of strengthening families.
Americans are waking up to the fact that without families, we will fall as a nation. I
was particularly heartened by this Congress’ actions to create a “family friendly”
environment. I think that is just one example of a growing realization in America that
not only are families vital, but government cannot provide an adequate substitute for
the family. Families instill values, tradition, discipline, and serve as the best agency
for health, education and welfare. So when American families cannot prosper, neither
can the future of America.

Currently, in a two-parent, two-income household, two-thirds of the average
working mother’s salary goes toward increased taxes. That means the additional
income she brings in does not go towards paying for a house mortgage, braces for
the children, or groceries. This may be one very good reason that so many voters
opted for a change in Congress last November. It is not difficult to understand why
s0 many parents who must work are frustrated when you consider that they watch
their money being consumed by a government that spends six times the amount each
year of what it did in 1948.

I believe that "The American Dream Restoration Act” would begin to rectify
the unfair tax burden on the family and would instead empower them. Thirty-five
million American famifies would be eligible for this $500-per-child tax credit. For a
family of four earning $40,000 a year, that would mean their tax bill is reduced by
10.4 percent. But all American families should be able to receive this tax credit,
regardless of their level of income. By means-testing this credit now, the door stands
wide open for the level to be decreased in future years. Furthermore, 1 think it is
helpful to remember that this money belongs to the men and women who earn it, not
to the government. This tax credit is not entitlement money; if anything, it serves as a
handcuff to keep the government from reaching deeper into the pockets of American
families.
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It has been reported that some Members of Congress are questioning whether
or not this lax credit is a good idea. Some have estimaled that it will cost the
Treasury $110 billion over five years. There are without doubt, many difficult
decisions that will have to be made in order to bring the deficit down and put our
country’s finances back in order. But families cannot continue to shoulder the
responsibility of paying for government’s insatiable appetite. Spending cuts must be
made and Concerned Women for America will support you in that process.

Mr. Chairman, Members of the Committee, thank you for allowing me the
opportunity to present our views on this important issue. Tax relief for American
families is critical and its time is certainly long overdue. Concerned Women for
America supports "The American Dream Restoration Act" fully and hopes that this
Committee and Congress will pass it quickly.
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Mr. CRANE. Thank you for your testimony. Let me reassure all
of the witnesses that if you have any remarks that go beyond pres-
entation time, all of your remarks will be included in the record.

Mr. Shapiro.

STATEMENT OF ROBERT J. SHAPIRO, VICE PRESIDENT,
PROGRESSIVE POLICY INSTITUTE

Mr. SHAPIRO. Thank you, Mr. Chairman. I want to thank the
members of the Ways and Means Committee for the opportunity to
appear here today and offer the views and analysis of the Progres-
sive Policy Institute and the Democratic Leadership Council re-
garding tax relief for American families with children.

We believe, first, the Tax Code should be reformed to exempt
from Federal income tax the private resources which a moderate-
income or middle-income family needs to raise its children. This
can be achieved by replacing the current $2,400 dependent exemp-
tion with a $720 per-child tax credit for families in the 15-percent
income tax bracket, covering all families with incomes of roughly
$45,000 a year or less. For these families, this credit would be
equivalent to doubling the current children’s exemption, excluding
from income tax $4,800, or roughly the amount an average-income
family spends each year raising a child. This reform would reduce
Federal revenues by roughly $55 billion over 5 years.

This relief is especially pressing given the gradual and steady de-
terioration over the last 20 years in our economy’s underlying
growth rates for net investment, productivity, and overall output
which has reduced opportunities for upper mobility by most Amer-
ican families.

Consider the following data. The average person entering the
work force at age 20 or age 30 in 1950 doubled his or her income
over the next 20 years, even after adjusting for both inflation and
the cost of raising a child. Unhappily, these opportunities for mass
upper mobility ended in the seventies. An average American enter-
ing the work force at age 20 or age 30 in 1970 found that after 20

ears of hard work in 1990, his or her family income had grown
gy barely 10 percent after adjusting for inflation and the cost of
raising a child. As a result, for some time, the vast majority of two-
parent families have required two working parents just to maintain
their incomes and a large share of single parents are forced to hold
two jobs.

The first responsibility of the Congress and the President should
be to restore the economic conditions for mass upward mobility by
reducing the deficit, actively promoting personal savings, and ex-
panding vital public investment in education and training, the eco-
nomic infrastructure, and basic research. Until these reforms are
achieved, the Federal Government at the least should not burden
the child-rearing efforts of average-income families by taxing the
resources they need to raise their children.

Second, we believe that at this time tax relief should be focused
on families in the 15-percent tax bracket. To begin, the economic
case for tax relief for higher income people is less pressing. The
data showed that through the seventies, eighties, and into the
nineties, while most working families have been stru§g]ing with
protracted stagnation in their standard of living, highly educated
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and highly skilled people have been able to maintain the rates of
economic progress open to everyone in the fifties and sixties.
Roughly the top 20 percent of the work force, principally profes-
sionals and managers, have continued to enjoy annua{ income
gains averaging 4 to 6 percent a year over the last 20 years, suffi-
cient on average to double their incomes, after accounting for infla-
tion and the cost of raising a child. Moreover—and I would like to
emphasize this—the current tax system already provides nearly
comparable support to higher income families. For families in the
28-percent tax bracket, the present $2,400 per-child deduction is al-
ready equivalent to a $672 per-child tax credit.

Every dollar of tax relief approved this year will reduce the pool
of private capital available for business investment in the plant,
equipment, training, and technological advance necessary to restore
mass upward mobility. Providing additional tax relief to these
higher income families as well would reduce potential private in-
vestment by $10 to $12 billion a year, more than 10 percent of the
average annual net business investment over the last 5 years. At
this time, it would be a serious error in economic and social policy
to reduce potential private investment in order to increase the post
tax incomes of families whose incomes have been rising substan-
tially and steadily, who already earn the resources necessary to
provide their children significant advantages, and who already
enjoy a tax exclusion for children nearly comparable to the reform
we propose for those with lower incomes.

Finally, Congress must provide a permanent stream of resources
to finance any tax relief for moderate- and average-income families
with children. The only way to ensure that family tax relief does
not expand deficit borrowing and thus reduce the long-term eco-
nomic prospects of these same children is through permanent reve-
nue or entitlement changes. Reductions in discretionary spending
cannot provide this assurance since at any time Congress could in-
crease the same appropriated accounts.

In order to promote the economic prospects of America’s children
in both the near term and the long term, Congress should provide
family tax relief as part of a much larger package of spending and
tax changes which reduce the deficit by at least $2 for every $1 of
tax reduction. These resources should come first from current
spending and tax programs which actively undermine the econo-
my’s basic efficiency and productivity, principally spending and tax
subsidy programs for particular industries which in the past have
been able to exercise inordinate influence over the budget and tax-
writing process.

One year ago, the Progressive Policy Institute published a report,
“Cut and Invest To Compete and Win: A Budget Strategy for Amer-
ican Growth,” identifying 68 instances of spending and tax subsidy
programs serving no overriding social or economic purpose and
which, if eliminated, would yield $225 billion over 5 years. I would
note this program was endorsed this morning in the lead editorial
of the New York Times. Previously, it was endorsed by the Wall
Street Journal. Next month, we wi]fpub]ish a second edition of this
report cataloging additional unproductive subsidies which, if re-
formed, could provide the resources for deficit reduction and public
investment as well as family tax relief.
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We at the Progressive Policy Institute are gratified that the
President and both parties in Congress now endorse tax relief for
financially strapped American families. We urge you to enact this
reform on a sound and proper basis. Until the deficit is eliminated,
tax relief should be provided to those families which most need it.
It should be financed on a permanent basis and it should be part
of a larger effort to reduce the deficit, focused on subsidies and
other ineffective Federal activities that undermine American
growth and the long-term prospects of all American children.

Thank you.

{The prepared statement follows:]
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Statement of Robert J. Shapiro
Vice President, Progressive Policy institute

before
The Committee on Ways and Means
United States House of Representatives

Washington, D.C.
January 17, 1995

| want to thank the members of the Ways and Means Committee for the
opportunity to appear here today and offer the views and analysis of the Progressive
Policy Institute and the Demacratic Leadership Council regrading tax refief for
American families with children. It is a matter of genuine social and economic
significance.

1 will first state our conclusions and then offer our underlying analysis and
evidence.

First, the federal tax code should be reformed to exempt from federal income
tax the private resources which a moderate-income or middle-income family needs to
raise its children. This can be achieved by replacing the current $2,400 dependent
exemption with a $720 per-child tax credit for families in the 15 percent income-tax
bracket, covering all families with incomes of roughly $45,000 a year or less. For
these families, this reform would be equivalent to doubling the current children's
exemption, and so excluding from federal income tax $4,800 or roughly the amount an
average-income family spends each year raising a child. This tax credit, like the
current dependent’s exemption, should be indexed for inflation. This reform would
reduce federal revenues by roughly $55 billion over five years.

Second, at this time this tax relief should be focused on families in the 15
percent tax bracket. The current tax system already provides nearly comparable
support to higher-income families: For families in the 28 percent tax bracket, the
current $2,400 per-child deduction is equivalent to a $672-per child tax credit.
Moreover, in the current budget environment in which any tax reduction, by itself,
would reduce the store of investment capital needed by American business to
generate jobs and increase their productivity and output, family tax relief should be
focused on those families whose limited incomes constrain their ability to raise their
children. :

Third, family tax relief should be financed by other revenue reforms which raise
equivalent resources, in order to preserve the existing federal revenue base and
ensure that this reform does not inadvertently undermine the economic prospects of
the children we wish to help, by expanding the federal deficit in fater years.

If and when Congress and the President eliminate the federal deficit or
otherwise substantially increase the national savings rate, we would urge the
Conaress to expand the extent and coveraae of tax relief for all families with children.

Since its founding, the Progressive Policy Institute has advocated federal
reforms to relieve the economic stresses facing moderate-income and middle-income
families raising children. In this effort, we urge the Committee to recognize certain
economic developments of recent decades which threaten the prospects of most
American children. First, a gradual and steady deterioration over the last 20 years in
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the U.S. economy’s underlying growth rates for net investment, productivity, and
overall output has reduced the opportunities for upward mobility by most American
tamilies. Consider the following data. The average person entering the work force at
age 20 or age 30 in 1950 doubled his or her income over the next 20 years, even
after adjusting for both inflation and the costs of raising a child. These broad
opportunities for mass upward mobility, however, ended in the 1970s. An average
American entering the work force at age 20 or age 30 in 1970 found that, after 20
years of hard work, his or her family income had grown by barely 10 percent, after
adjusting for inflation and the cost of raising a child.

This radical deterioration in the long-term income gains of American parents
has significantly reduced the time and care many parents can provide their children.
For some time, the vast majority of two parent-families have required two working
parents just to maintain their incomes, and a large share of single parents are forced
to hold two jobs. The first responsibility of the Congress and the President should be
to restore the economic conditions for mass upward mobility, through broad economic
reforms that can elevate the economy’s underlying growth rates of investment,
productivity and output: Reduce the deficit; actively promote personal savings; and
expand vital public investment in education and training, the economic infrastructure,
and basic research. Until these basic economic reforms are achieved, the federal
government, at the least, should not burden the child-rearing efforts of average-income
families by taxing the resources they need to raise their children.

The economic basis for family tax relief provides guidance for its coverage as
well as its extent. Through the 1970s, 1980s and into the 1990s, while most working
Americans have been struggling with a protracted stagnation in their standards of
living, highly-educated and highly-skilled people have been able to maintain the rates
of economic progress open to everyone in the 1950s and 1960s. Roughly the top 20
percent of the work force, principally professionals and managers, have continued to
enjoy annual incomes gains averaging four-to-six percent a year over the last 20
years; sufficient on average to double their incomes, after accounting for inflation and
the costs of raising a child. In any event, as noted earlier, for these families, in the 28
percent tax bracket, the current $2,400 per-child exemption is already nearly
equivalent to the $720 per-child tax credit we propose to eliminate tax liability on the
income a moderate- and middle-income family needs to raise a child.

Every dollar of tax relief approved this year will reduce the pool of private
capital available for business investment in the plant, equipment, training, and
technological advance necessary to restore mass upward mobility. At this time, it
would be a serious error in economic and social policy to reduce potential private
investment in order to increase the post-tax incomes of families whose incomes have
been rising substantially and steadily, and who already earn the resources necessary
to provide their children significant advantages. Providing comparable additional tax
relief to these higher-income families as well would reduce potential private investment
by $10 to $12 billion a year, or more than 10 percent of average annual net business
investment over the last five years.

Finally, Congress must provide a permanent stream of resources to finance any
tax relief for moderate- and average-income families with children. The only way to
ensure that family tax relief does not expand deficit borrowing, and thus reduce the
long-term economic prospects of these same children, is through permanent revenue
or entitlement changes. Reductions in discretionary spending cannot provide this
assurance since at any time Congress could increase the same appropriated
accounts. Financing family tax relief through a legislative cap on discretionary
spending also will not protect the economy and our children from the deficit
implications of tax relief, because a cap represents only a promise to find the
necessary resources in the future.

In order to promote the economic prospects of America’s children in both the
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near-term and the long-run, Congress should provide family tax relief as part of a
much larger package of spending and tax changes which reduce the deficit by at least
$2 for every $1 of tax reduction. These resources should come, first, from current
spending and tax programs which actively undermine the economy’s basic efficiency
and productivity—principally spending and tax subsidy programs for particular
industries which in the past have been able to exercise inordinate influence over the
budget and tax-writing processes.

These subsidies—from public payments to profitable agribusinesses and below-
market-priced power from federal hydroelectric facilities, to federal payments to Amtrak
and special tax breaks for oil and gas firms, business entertainment, and large credit
unions—weaken our national economic base in two principal ways. First, industries
receiving these taxpayer-financed favors gain an artificial edge in the economy,
leaving other sectors and companies at a competitive disadvantage and preventing
labor and capital from slowing to their most efficient uses. And second, like a
narcotic, these subsidies ultimately weaken the firms and industries that come to
depend on them, by artificially underwriting their rates of return and so insulating the,
from competitive pressures to figure out how to be more efficient, productive and
innovative.

A year ago, the Progressive Policy Institute published a report, Cut and Invest
To Compete and Win: A Budget Strategy for American Growth, identifying 68
instances of spending and tax subsidy programs serving no overriding social or
economic purpose and which, if eliminated, would yield $225 billion over five years.
Next month, we will publish a second edition of this report cataloguing additional
unproductive subsidies which, if reformed, couid provide the resources for deficit
reduction and public investment as well as family tax relief.

Reforming industry subsidies will not be-easy. As former budget director David
Stockman learned in 1981—and President Clinton learned again in 1993—Congress
almost never withdraws special treatment for special interests on a one-by-one basis.
Therefore, we urge the Congress and the President to tackle this problem by using the
all-or-nothing model of the Military Base Closing Commission. A Commission on
industry Subsidies and National Competitiveness should be created to evaluate all
industry-specific programs in the budget and the tax code, recommend their reform or
repeal if they serve no overriding social or economic purpose, and present the entire
package of changes to Congress. As with base closings, Congress would have to
vote these recommendations up or down without amendment.

We at the Progressive Policy Institute are gratified that the President and both
parties in Congress now endorse tax relief for financially-strapped American families.
We urge you to enact this reform on a sound and proper basis. Until the deficit is
eliminated, tax relief should be provided to those families which most need it; it should
be financed on a permanent basis; and it should be part of a larger effort to reduce
the deficit focused on subsidies and other ineffective federal activities that undermine
economic growth and the long-term prospects of ali working Americans.
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Mr. CRANE. Thank you.
Mr. Bauer.

STATEMENT OF GARY L. BAUER, PRESIDENT, FAMILY
RESEARCH COUNCIL

Mr. BAUER. Yes, sir. Mr. Chairman, it is a real pleasure to be
here this morning. I suspect by now that you probably have all
heard all the figures that could possibly be put in this debate, so
with your permission, I would like to sugmit my statement and use
my time to just make a couple of points about the overall debate.

Mr. Chairman, the last couple years, there has been a lot written
about cynicism in America and why Americans are so cynical. I
don’t think you have to look much further than the debate over
profamily tax relief than to find a reason for that cynicism.

Back in 1986, Ronald Reagan asked me to head up a working
group on the family and to come up with some recommendations
to help the family. We spent months looking at all the issues and
a major—one of our major recommendations was exactly this kind
of family tax relief.

The public responded very positively, but within a couple of
weeks, it was absolutely obvious that there was no political consen-
sus in the Congress for helping families. Rather, there was more
interest in protecting the Washington bureaucracy than there was
in allowing families to keep more of their own money.

A few years later, in 1991, Senator Rockefeller headed a biparti-
san commission on children. Bill Clinton served on that commis-
sion. They spent over 1 year looking at the problem. Lo and behold,
they came up with the same solution: Major tax credits and in-
creases in the exemptions.

The public loved it. Within a few weeks, the issue died down
again because there was no political will to deal with it.

I have been traveling around the country the last couple of
months trying to tell folks that this time it will be different, that,
in fact, this Congress really is serious about doing something to
help American families keep more of their own hard-earned money.
I would hope that as this debate gets more heated, which inevi-
tably it will, that you all will not back down on that goal.

The second point I would like to make is about how Washington
almost always has it exactly backward. In the last 10 years, there
have been a number of tax increases that have hit the American
family. Every time those taxes have been increased, the Washing-
ton establishment has praised the politicians who voted the in-
creases. In fact, you even got more praise if you ran on a platform
of lowering taxes and then came to Washington and raised them,
because then the Washington establishment inevitably said that
you had grown in office by reversing your position.

Compare that rhetoric to the rhetoric of the last 2 months on this
issue. The entire Washington establishment and even some Mem-
bers of the House have accused you of pandering to the American
people because you want to allow them to keep some of their own
money. Now that is extraordinary. Take money away from the
American family and you have grown. Let the American people
keep their hard-earned money and you are pandering to them. So
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again, I would urge you just keep in mind that whatever this city
is saying is probably a good signal to do the exact opposite.

My final point I would like to address to those on Wall Street,
because there is some skepticism on Wall Street about this kind of
tax break. Many on Wall Street would like to see only a decrease
in the capital gains tax, which I also support, and some economists
and some business magazines have said that profamily tax relief
isn’t iod because it really won't do much to generate economic
growth. I think we need to remind Wall Street that the wealth of
a nation is not measured only by what the close was in the Dow
Jones average. The wealth of a nation is not measured only in the
last incremental dollar in the gross national product. at the
wealth of a nation is measured by the health of its families. That,
in fact, today in America, the most important decisions will not be
made in committees like this but they will be made around the din-
ner table.

Too many American families making those decisions are findin
themselves hemmed in by big government and high taxes, and%
can’t think of anything that would be better for you to do for those
families than to reverse that burden.

Thank you very much.

[The prepared statement follows:]



137

Gary L. Bauer, President

L Research Council
®

Testimony of Gary L. Bauer
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Mr. CHAIRMAN, thank you for the opportunity to address your committee today. I appreciate
your willingness to consider my input.

Mr. CHAIRMAN, nine years ago, President Reagan asked me to chair a White House Working
Group on the Family to explore ways that federal policymakers could help strengthen America’s
families. That task force issued a report in 1986 entitled, The Family: Preserving America’s
Future, which had as its central recommendation a dramatic expansion in per-child tax benefits.
Five years later, after much talk but no action on this issue, the bi-partisan National Commission
on Children (on which then-Governor Bill Clinton served) issued a 1991 report which also had
as its central recommendation a dramatic increase in per-child tax benefits.

Given that leading officials from both parties have been talking about pro-family tax relief for
nearly a decade, the debate we now should be engaged in is one of whether the House GOP's
proposed $500 children’s tax credit offers adequate relief to America’s families or whether
instead Congress should move in the direction of the National Commission on Children’s call for
'a $1,000 per-child tax credit.

Sadly, that is not the debate taking place in Washington today. During the last two months, a
noisy chorus of critics and naysayers have been raising all sorts of objections to pro-family tax
relief. Their criticisms -- which are sometimes contradictory -- advance six myths. Let’s
examine them one at a time.

Myth #1. Pro-Family Tax Relief Is An Extravagant Political Giveaway At Odds With The
Larger Public Interest. :

This idea is advanced frequently by members of the media, who realize just how popular pro-
family tax relief is. Rather than thoughtfully considering the merits of various tax-cutting

proposals, these reporters and pundits smugly sneer at public officials, accusing them of
"pandering” to middle Americans.

Mr. CHAIRMAN, I do not often find myself in the position of defending politicians, but this sort
of activity must be recognized for what it is -- an attempt by members of the liberal media elite
to make you feel guilty about doing what the people elected you to do. It is the flipside to the
liberal media’s reaction to politicians that advance unpopular tax increases, who are routinely
hailed as "profiles in courage."

Mr. CHAIRMAN, may I remind the members of your committee that voters see nothing
courageous about broken campaign promises. Indeed, few things have contributed to voter
cynicism more than President Bush’s failure to keep his "no new taxes" pledge and President
Clinton’s decision to abandon his promised "middle-income tax cut" soon after the 1992 election.

The American people strongly support pro-family tax relief. They want to keep more of the
money they earn. They sense that the well-being of their families -- and the well-being of the
nation -- would improve if they had greater control over their lives.

On this point, they are right. To acknowledge as much is not pandering.



138

Myth #2. Pro-Family Tax Relief Will Increase the Deficit and Cause Interest Rates to Rise.

[t is quite true that the deficit would rise if a pro-family tax cut were adopted by itself. It is also
quite true that an increase in government borrowing would contract the supply of funds available
for private lending, thereby putting upward pressure on interest rates.

But it is important to point out that no one is talking about adopting a pro-family tax cut by
itself. All of the sponsors of major legislation have pledged to offset pro-family tax cuts with
dollar-for-dollar reductions in government spending.

Pro-family tax cuts "paid for" by spending cuts cancel each other out on the balance sheet. They

should have no effect on the deficit or on interest rates.

Myth #3. Pro-Family Tax Relief Won’t Spur Economic Growth.

This concern comes from many of my conservative friends who believe that tax policy should
only serve economic ends, that it should steer clear of social considerations and focus exclusively
on promoting economic growth.

There are two problems with this viewpoint. First, much of what is called "economic growth”
isn't growth at all. It is a movement of economic activity from the non-market home economy
to the quantifiable market economy. For example, when a family that once cared for its own

child enrolls the child in a paid day care program, there is no increase in the amount of economic
activity. There is simply a shift from the non-market economy to the market economy. Yet this
shift is counted as "positive” economic growth even though it often has a "negative” effect on the
child’s well-being.

True economic growth involves an increase in productivity, not simply in market activity. Until
our nation’s economic debate is built around this fact, much of what is advanced in the name of
"growth”" ought not 1o be adopted.

The second problem with the "pro-family tax cuts don’t spur growth” myth is that it pretends that
economic policy can be separated from social policy, that the size of a family’s tax burden simply
affects its economic well-being and decision-making. The truth, of course, is that tax policy not
only affects people’s economic decision-making (about working, saving, spending, investing, etc.)
but also their "non-economic” decision-making (about marrying, childbearing, childrearing, etc.).

While it is true that economic policy should strive to exert as little influence as possible over
"non-economic” decisions (so that, for example, people who otherwise would not marry won’t
get married just for the tax breaks), it is also true that our nation’s current economic policy exerts
considerable influence over "non-economic" decision-making and that this influence is almost
always in an anti-family direction.

For example, Allan Carlson of the Rockford Institute has shown that the Social Security system
has a pernicious anti-child bias because it robs parents of the social insurance value of their
children, thereby creating a disincentive for young couples to invest in childrearing. Indeed, if
Congress were to seek to offset this bias via the tax code (which is the only option given Social
Security’s sacrosanct status), it would have to raise actual per-child savings to roughly $2,100 per
child. When one considers that the net value of the current child tax exemption is less than $400
per child (for the average family) and that the high water mark in the current debate is an
additional $500 per-child tax credit, it is easy to see why pro-family conservatives like myself
are disappointed that the proposals before you aren’t even bolder - or to use the media's phrase,
more courageous.

Of course, the reason some are reluctant to adopt even a $500 credit is because they are
intimidated by the economic "cost” in lost revenue to the government. While I understand that
anti-family policies that took more than 50 years to develop cannot be wiped out in 50 (or even
100) days, I do want to remind the committee that there is a social "cost” to inaction or
compromise. The social "cost” of weak families is measured in things like divorce rates and
crime statistics. And lest the "green-eye shade types” forget, these social problems impose
enormous economic costs to our society and our government. Indeed, the best way to reduce the
demand for government services is to free families to care for themselves. Conversely, the best
way to hinder the dismantling of the welfare state is to leave the 1ax burden on families with
children at or near their current levels.
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Myth #4. Pro-Family Tax Relief Should Only Go To Middle-Class Taxpayers.

This concern makes the mistake of viewing tax issues through the prism of class rather than
through the prism of family. It is true that middle class Americans often get the shaft in current
tax policy. For example, when combined employer-employee payroll taxes are added to income
taxes, some middle-income couples actually have a higher marginal tax rate than affluent
individuals in the 28 percent bracket.

But it is even more true that families with children are shortchanged in current tax policy. For
example, during the first four decades after the end of WWII, the income tax burden on singles
and childless couples increased only slightly, while it increased more than 200 percent for
families with two children. Reagan-era reforms helped to reverse this trend moderately, but the
dramatic shift in tax burden from non-parents to parents still dwarfs any shift in tax burden along
income lines.

Thus, it is important that policymakers view this as a debate over “pro-family tax cuts,” not
simply "middle-income tax relief." This is the way my 1986 Working Group viewed the issue
and the way then-Governor Bill Clinton’s 1991 National Commission on Children saw the issue.
Indeed, neither of these reports advocated some type of means-testing on per-child benefits. Both
recognized that the principle being advanced was tax relief for families of all incomes to use in
raising children, not tax relief to people who happen to fall into an income category that no one
considers upper-class (a category that invariably shrinks as public debate progresses).

The fact that tax relief should be first and foremost pro-family does not mean that policymakers
should be unconcerned about the distributional impact of these cuts. To its credit, the House
GOP plan extends relief in the form of a per-child credit rather than an increased per-child
exemption. In actual dollar terms, a credit provides equal relief to all taxpayers; but in
percentage-of-tax-burden terms, it offers greater relief to working-class and middle-income
taxpayers than to wealthier taxpayers. (Tax exemptions, conversely, skew savings up the income
scale offering greater per-child savings to those in higher brackets.)

This is not to say that tax exemptions are always inferior to tax credits (indeed, one of the virtues
of the current exemption is that its value rises if tax rates rise, thereby guaranteeing continued
horizontal tax equity between parents and non-parents at any income level).

Still, given the tax code’s current problems, a non-means-tested tax credit is the best mechanism
for helping families with children. Indeed, if Congress wanted to maximize its distributional
bang for buck, it might want to consider a non-refundable version of the 1991 National
Commission on Children’s $1,000 credit (which replaced the existing exemption. thereby offering
$600+ in net per-child relief to those in the 15 percent tax bracket, but less than $300 in net per-
child tax relief to those in higher tax brackets). Moving in this direction would make it easier
for Congress to lift the existing (and newly-proposed) income caps on per-child benefits -- a
problem that definitely needs addressing since income caps at any level produce marriage
penalties.

Speaking of marriage penalties, the income caps on the Earned Income Tax Credit have created
such a serious anti-marriage effect that Congress should use all of the monies set aside in the
marriage penalty section of the American Dream Restoration Act to address the marriage bias
facing families eamning below the median income. The Talent-Faircloth welfare reform initiative
from 1994 calied for a $1,000 pro-marriage tax credit. This would be a constructive, problem-
solving first step. It ought to be adopted.

Myth #5. Pro-Family Tax Relief Should Tie Benefits to Family Expenses (Like Education)
That The Government Should Promote.

This concern springs from the notion that the govemnment knows more about what families should
spend their money for than parents do.

Not only is this a false premise, but it leads to all sorts of unproductive economic distortions.
Indeed, one of the chief reasons college tuition costs have risen at a pace exceeding the general
inflation rate for some time is that many students have been given grants and loans that could
only be used for educational purposes. Knowing this to be the case, college administrators have
raised the cost of higher education beyond what it would be if students’ economic resources were
completely fungible and available for multiple uses.
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While no one wants to discourage bright young people from pursuing a higher education, the sad
truth is that tax cuts earmarked for this or any other family expense will have the effect of
increasing the cost of that good or service, thereby exacerbating current problems and putting a
college education out of the reach of some interested students. .

While it would be counter-productive for Congress to provide tax cuts for specific expenses. it
would be helpful for Congress to modify existing Individual Retirement Account (IRA) rules to
permit taxpayers to enjoy tax-favored savings for a wider variety of purposes (college tuition,
first-time home-buying, etc.). In the first case, Congress would be limiting families’ economic
freedom, in the second, it would be expanding it.

This is not to say, however, that the Super IRA included in the House GOP Contract should be
adopted in its current form. The "back-loaded" nature of its design obligates future generations
to an economic promise made today. Given the size of the federal debt, and the pernicious anti-
family influence of intergenerational entitlement programs, Congress should steer clear of
repeating past mistakes. If tax-favored savings are to be expanded, they should be expanded
within the context of a "front-loaded” savings mechanism.

Myth #6. Pro-Family Tax Relief Will Solve America’s Family Problem.

While it is important for Members of Congress to recognize the virtues of pro-family tax relief,
it is also important for you to recognize the limitations of pro-family tax relief.

Pro-family tax relief will not make husbands love their wives or children respect their parents.
It will not clear up filthy TV or remove child predators from our streets. In short, pro-family
tax relief, by itself, will not magically solve the myriad social problems facing America's
families, neighborhoods, and communities.

But pro-family tax relief will make it easier for families to thrive by reducing economic stress.
Tt will make it easier for parents to monitor their children’s TV viewing habits or 1o shield them
,from other harms by freeing them to spend more of their time with their children and less of their
time frantically chasing the almighty, overtaxed dollar.

In short, pro-family tax relief will empower parents to address many family needs that only they
can meet.

Mr. CHAIRMAN, America needs parents who want to raise their children well. But we also
need policies that empower them to act upon these sentiments. | implore you and the members
of your committee to adopt nothing less than $500 in per-child tax relief for all taxpaying
families.

Thank you very much.
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Mr. CRANE. Thank you, Mr. Bauer.
Mr. Bloch.

STATEMENT OF THOMAS M. BLOCH, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, H&R BLOCK, INC.

Mr. BLocH. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to appear before you today to present H&R Block’s views on
certain tax provisions contained in the Contract With America.

H&R Block is the Nation’s largest tax preparation firm. We serve
approximately one out of seven U.S. taxpayers. We have over 9,000
offices and employ over 89,000 people during the tax-filing period.

I am here today because the vast majority of our customers are
middle and lower income taxpayers. We have more experience
working with and listening to middle- and low-income taxpayers
than any other firm. We believe that middle-income families are
not being treated quite as fairly by the Federal Tax Code as they
were in past years. For many of our clients, the Tax Reform Act
of 1986 increased their tax burdens. In particular, they saw the
elimination of many personal deductions.

H&R Block commissioned its own study, which was released in
April 1992, to investigate the shifting tax burden onto middle- and
low-income taxpayers. Our findings showed significant increases
over the previous decade in the tax burden for middle-class tax-
payers. A summary of our study is attached to my testimony.

First, I would like to commend the authors of the Contract With
America. A number of its provisions will bring tax relief for middle
and lower income families. The American Dream Restoration Act,
H.R. 6, would offer families with an income of less than $200,000
a year a $500 refundable tax credit for each child under age 18.
Fewer taxpayers would receive benefits from President Clinton’s
proposal of a $500 tax credit for each child younger than 12 for
families earning up to $60,000 a year.

Representative Gephardt’s $300-$600 tax credit proposal would
apply to the greatest number of our low- and middle-income clients,
because it would be available to all taxpayers earning less than
$75,000 who do not take the earned income credit. We favor this
approach because it does not exclude lower and middle-income tax-
payers who do not have dependent children.

In contrast, Senator Gramm’s proposal to double the dependent
exemption to $5,000 is not one H&R Block would favor in the form
proposed. A refundable tax credit would generally benefit lower in-
come taxpayers more than increasing the personal exemption for
children. Increasing the personal exemption for children has merit,
but it gives the largest dollar benefits to upper income families
with children.

Another provision in the American Dream Restoration Act, which
assists middle-income families, is the credit to reduce the marriage
penalty. This is currently structured as a nonrefundable credit and
would help married couples who file joint returns. We would rec-
ommend changing it to a refundable tax credit, since as a refund-
able credit, it would be more beneficial to taxpayers affected by the
marriage penalty by increasing the size of their refunds or directly
reducing the amount of their tax liability.
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The Family Enforcement Act, H.R. 11, provides taxpayers with
a maximum %’5,000 refundable tax credit for adoption expenses and
a tax credit of $500 per parent or grandparent for custodial care.
We encourage Congress to enact bot%;r of these proposals because of
the benefits they would bring to the affected taxpayers.

I would also like to address a tax provision contained in H.R. 9,
the Job Creation and Wage Enhancement Act. The expanded home
office deduction included in H.R. 9 would allow taxpayers to deduct
more costs attributed to maintaining a home office. This would help
many taxpayers who incur expenses from conducting businesses in
their homes.

I want to mention one additional tax proposal which H&R Block
supports. It is the college tuition tax deduction proposed by Presi-
dent Clinton. The deduction would be up to $10,000 per year for
families with an income of $120,000 per year or less. The deduction
would be used for many forms of education, including college, voca-
tional school, and worker training.

One of the criticisms of this proposal is that as a deduction, it
would benefit higher income taxpayers more than the middle class.
This eriticism could be addressed by converting it to a credit. We
encourage you to consider doing so. This proposal, like many of
those included in the Contract With America, would help to make
many taxpayers optimistic about their economic future.

HgR Block firmly believes that middle and lower income tax-
payers deserve a break in the Federal tax system. We have wit-
nessed our customers’ concern that their economic future is at risk
for them and for their children. Providing tangible tax relief to
middle and lower income Americans will go far to restore con-
fidence 1n their future.

Thank you for allowing me to appear before you today. I would
be happy to answer any questions you may have.

[The prepared statement and attachments follow:]
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TESTIMONY OF THOMAS M. BLOCH
PRESIDENT AND CHIEF EXECUTIVE OFFICER OF H&R BLOCK, INC.

Mr. Chairman and members of the Committee, my name is Thomas
M. Bloch, President and Chief Executive Officer of H&R Block, Inc.
I appreciate the opportunity to appear before you today to present
H&R Block’s views on the provisions of the Contract With America
concerning tax credits for families with children, marriage tax
penalty relief, refundable tax credits for adoption expenses and
refundable tax credits for home care of the elderly.

H&R Block is headquartered in Kansas City, Missouri and is the
nation’s largest income tax preparation firm. We serve
approximately 1 out of 7 U.S. taxpayers. H&R Block has 9,511
company-owned and franchised offices worldwide employing over
89,000 people during tax filing season. Last year, we prepared 12%
of all individual U.S. tax returns for a total of over 13 million
returns. In addition to our U.S. operation, we have offices in
several other countries.

We have been serving America’s taxpayers since 1955 when my
father, Henry Bloch, and his brother founded the company. I am
here today because the vast majority of our customers are middle
and lower income taxpayers. We have more experience working with
and listening to middle and low income taxpayers than any other
firm. As a result, we are in a unique position to learn of the
particular problems and concerns faced by America’s taxpayers.

We believe that middle-income families are not being treated
quite as fairly by the federal tax code as they were in past years.
For many of our clients, the Tax Reform Act of 1986 increased their
tax burdens. In particular, they saw the elimination of the
deductions for personal interest and sales taxes, as well as
restraints on deductions for medical, job related, and moving
expenses, as contributing to this burden.

We strive to provide more than quality tax preparation
services. We are also committed to listening to our customers’
concerns and, in turn, using our expertise to help them get a fair
shake from the federal tax system.

H & R Block commissioned its own study, which was released in
April 1992, to investigate the shifting of the tax burden onto
middle and low income taxpayers. Our findings showed significant
increases over the previous decade in the tax burden for middle
class taxpayers. A summary of our study is attached to my
testimony.

THE AMERICAN DREAM RESTORATION ACT, H.R. 6, AND OTHER TAX CUTS

Mr. Chairman, I testified in favor of middle class tax relief
before this Committee in February of 1992. At that time, we
recommended Congress enact a tax relief proposal to benefit the
largest cross-section of low to middle income Americans and to
enhance tax equity in the federal tax system. In particular, I
noted that, in our experience as America’s largest tax preparation
service, tax credits that are refundable will benefit the largest
number of taxpayers in the most evenhanded way. The advantage of
refundable tax credits is that more lower income taxpayers would
get some relief, as compared to nonrefundable tax credits which can
shut out lower income taxpayers. Ideally, a middle income tax
credit should not be limited to families with children, but be
available to all lower and middle income workers, regardless of
their family size or situation.

My testimony today addresses those tax credits that are part
of the "Contract with America," and include comments on tax cut
plans offered by others including President Clinton, Minority
Leader Richard Gephardt, and Senator Phil Gramm.
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First, I would like to commend the authors of the Contract
With America. A number of its provisions will bring tax relief for
middle and lower income American families. The American Dream
Restoration Act, H.R. 6, would offer families with an income of
less than $200,000 a year a $500 refundable tax credit for each
child under the age of 18. Millions of taxpayers, including many
of our clients would be eligible for this credit and consider this
a reasonable reduction in their federal taxes. Fewer taxpayers
would receive benefits from President Clinton’s proposal of a $500
tax credit for each child younger than 12 for families earning up
to $60,000 a year. Representative Gephardt’s $300 to $600 tax
credit proposal would apply to the greatest number of our low and
middle income clients because it would be available to all
taxpayers (not just those taxpayers with children) earning less
than $75,000 who do not take the earned income credit. Again, we
favor this approach because it does not exclude lower and middle
income taxpayers who do not have dependent children.

In contrast, Senator Phil Gramm’s proposal to double the
dependent exemption to $5,000, is not one H&R Block would favor in
the form proposed. A refundable tax credit would generally benefit
lower income taxpayers more than increasing the personal exemption
for children. Increasing the personal exemption for children has
merit, but it gives the largest dollar benefits to upper income
families with children. Adjusting the amount of increase in the
personal exemption so it is greater for those in the lower income
brackets would help to provide some equity to this type of benefit.
However, it still limits the relief for those in the lower and
middle income brackets to households with dependent children.

Another provision in the American Dream Restoration Act which
assists middle-income families is the credit to reduce the marriage
penalty. This is currently structured as a nonrefundable credit
and would help married couples who file joint returns. We would
recommend changing it to a refundable tax credit, since as a
refundable credit, it would be more beneficial to taxpayers
effected by the marriage penalty by increasing the size of their
refunds or directly reducing the amount of their tax liability.

THE FAMILY REINFORCEMENT ACT, H.R. 11

The Family Reinforcement Act, H.R. 11, provides taxpayers with
a maximum $5,000 refundable tax credit for adoption expenses and a
tax credit of $500 per parent or grandparent for custodial care.
Although the refundable tax credit for adoption would benefit a
small portion of H&R Block’s clients, we nonetheless encourage
Congress to enact this proposal for those taxpayers who incur
adoption fees and expenses, court costs, attorney’s fees and other
related expenses.

The custodial care credit would be available for taxpayers who
care for a disabled parent or grandparent and would assist many of
our clients. This type of refundable credit would assist those
taxpayers caring for elderly parents or grandparents in their homes
with the expense involved in providing the necessary care.

THE JOB CREATION AND WAGE ENHANCEMENT ACT, H.R. 9

I would also like to address a tax provision included in H.R.
9, The Job Creation and Wage Enhancement Act. The expanded home
office deduction included in H.R. 9, would allow taxpayers to
deduct more costs attributed to maintaining a home office. This
would help the many taxpayers who incur expenses from conducting
businesses in their homes.
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TAX RELIEF FOR HIGHER EDUCATION AND TRAINING

I want to mention one additional tax proposal which H&R Block
supports. It is the college tuition tax deduction proposed by
President Clinton. The deduction would be up to $10,000 per year
for families with an income of $120,000 per year or less. The
deduction could be used for many forms of education including
college, vocational school, and worker training. Many taxpayers
would be eligible for this benefit and would greatly appreciate the
assistance in educating their children. One of the criticisms of
this proposal is that, as a deduction, it would benefit higher
income taxpayers more than the middle class. This criticism could
be addressed by converting it into a credit. We encourage you to
consider doing so. This proposal, like many of those included in
the Contract With America, would help to make many taxpayers
optimistic about their economic futures.

CONCLUSION

H&R Block firmly believes that middle and lower income
taxpayers deserve a break in the federal tax system. Specifically,
we recommend tax relief in the form of a refundable tax credit,
marriage penalty relief, the custodial dependent care credit, the
adoption credit and the expanded Lome office deduction. We have
witnessed our customers’ concern that their economic future is at
risk for them and for their children. Providing tangible tax
relief to middle and lower income Americans will go far to restore
confidence in their future.

Mr. Chairman, we would be happy to provide any assistance to
you as you consider the tax-related proposals of the "Contract With
America.” As I stated earlier, we have more experience with
American taxpayers than anyone else, except the IRS. Because of
this, we have extensive expertise and information we can offer to
you and the rest of the Committee about both taxpayer attitudes and
the mechanics of specific tax proposals. Thank you for allowing me
to appear before you today. I would be happy to answer any
questions you may have.
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The Shift in Federal Tax Burden onto the Middle Class

Wanda James and Larry R. Garrison
Tax Policy Research Project
Henry W. Bloch School of Business and Public Administration
University of Missouri-Kansas City
Kansas City, Missouri 64110-2499

Executive Summary

American citizens are aware of the on-going debate regarding middle class tax
cuts, but are not likely to find the resuits of econometric studies which focus on
methodological nuances relevant to their individual economies. The approach
undertaken in this study is centered on describing the tax burden imposed by
those tax provisions readily perceived to affect taxpayers directly - i.e., personal
federal income tax and employee contributions to social security. Therefore, to
investigate the distributional equity of the federal tax burden across various
income levels, illustrative cases are utilized to determine the effective tax rates
experienced by US taxpayers filing as single, married joint, and head of
household.

The uitimate objective of this study is to produce a resource from which taxpayers
may judge for themselves (1) the impact of specific tax provisions on the taxes
they pay in relation to other taxpayers within their income class (horizontally) and
taxpayers across income classes (vertically); and, (2) how their relative
positioning has changed over the course of the last fiteen years.

Trends in the effective rate of taxation on American taxpayers were determined
through the development and analysis of thirty-two (32) illustrative cases. Four
distinct filing statuses were employed in the study and are presented in Tabie E-1
with the number of dependents assigned to each.

Table E-1. Types of Filing Status and Assumptions Used in

Hlustrative Cases.
Filing Status Number of Exemptions
Single Filer 1
Head of Household, 1 Dependent 2
Married Filing Joint, No Dependents 2
Married Filing Joint, 2 Dependents 4

For each type of taxpayer shown in Table E-1, eight income groups were selected
to represent the range of income distribution in the United States from the lower
end of the middle class to that representing wealthy persons. Table E-2 presents
the various income groups for the four tax years of interest to this study; namely,
1977, 1984, 1988, and 1990. The income levels shown represent adjusted gross
income.
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Table E-2. Income Groups for Each Tax Year and the
Treatment of Deductions.

Group | Detluction | 1877 “ams e Geas o Y100
1 Standard |$ 7,250 [$ 11,920 [$ 13,580 {$ 15,000
1 Standard 12,080 19,870 22,630 25,000
I Standard 16,920 27,820 31,680 35,000
[\ ltemized 24,180 38,750 45,260 50,000
\ ltemized 36,270 59,620 67,880 75,000
Vi Itemized 48,360 79,500 90,510 100,000

Vi Itemized 72,530 119,240 135,770 150,000
VHI Itemized 96,710 158,980 181,030 200,000

The overall shift in federal tax burden may be described by changes in effective
federal tax rates on taxpayers within varying income groups. Several trends in
effective tax rates are described by the findings of this study:

The percentage change in the effective income tax rates and effective total
(income tax and social security) tax rates showed the taxpayers reporting
$100,000 or more had a large percentage decrease in tax rates from 1977
to 1990 while rates for the middle income taxpayers rose (see Figures E-1
and E-2).
EXAMPLE: Taxpayers earning $50,000 (in 1990 dollars) from 1977 to
1890 showed an average percentage increase in total tax rates of
over 7 3/4 percent for the four filing statuses. Taxpayers earning
$200,000 from 1977 to 1990 showed an average percentage
decrease in total tax rates of over 27 3/4 percent for the four filing
statuses.
The overall trend in federal income tax has been to flatten its rate structure
across income levels. The difference between the effective income tax rate
for the wealthiest income group ($200,000 in 1990 dollars) and the median
income group ($35,000 in 1990 dollars) in 1990 was half that in 1977.
EXAMPLE: In 1977, a married taxpayer filing a joint return with two
dependents earning $35,000 (in 1990 dollars) had an effective
income tax rate of 10.64 percent. A married taxpayer filing a joint
return with two dependents earning $200,000 had an effective
income tax rate of 29.30 percent, or a difference of 18.66 percent.
In 1980, a married taxpayer filing a joint return with two dependents
earning $35,000 had an effective income tax rate of 9.16 percent. A
married taxpayer filing a joint return with two dependents earning

$200,000 had an effective income tax rate of 20.98 percent, or a
difference of 11.92 percent.

In conjunction with the lessening progressivity of the tax rate schedule, the
middle income taxpayers suffered effective total tax increases due to the
increased FICA effective tax rates from 1977 to 1990 (see Figures E-3 and
E-4).
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o The percentage changes for married filing joint with no dependents or two
dependents showed an increase in effective total tax rates through the
middle income groups (see Figure E-2).

EXAMPLE: A married taxpayer filing a joint return with two
dependents earning $50,000 (in 1990 dollars) from 1977 to 1990
had a 5.26 percent increass in total taxes. During the same time
period, a married taxpayer filing a joint return with two dependents
with adjusted gross income of %200,000 had a greater than a 24.29
percent decrease in total tax liability.

EXAMPLE: Using 1990 dollars, a married taxpayer filing a joint
return with two dependents earning $50,000 from 1977 to 1980 had
an increase of $4,649 in total taxes. During the same time period, a
married taxpayer filing a joint return with two dependents with
adjusted gross income of $200,000 had a decrease in total tax
liability of $16,583.

o The changes in effective tax rates from 1988 to 1990 reflect the
implementation of the general tax increases of the Tax Reform Act of 1986.
However, the middle income taxpayers experienced a larger increase in
taxes than did the lower or higher income taxpayers.

EXAMPLE: A married taxparer filing a joint return with two
dependents with earnings of $75,000 (in 1990 dollars) had a
percentage increase of 4.18 percent in total tax rates from 1988 to
1990. A married taxpayer filing a joint return with two dependents
with earnings of $200,000 had a percentage increase of 2.4 percent
from 1988 to 1990.

o] Uniform tax rate adjustments have not occurred across all income classes.

EXAMPLE: In 1990, the difference in effective total tax rates
between single taxpayers and married taxpayers filing a joint return
with two dependents earnin% $35,000 (in 1990 dollars) was 7.3
percent. The difference in effective tax rates between singis
taxpayers and married taxpayers filing a joint return with two
dependents earning $200,000 was 1.5 percent. In 1977, these
same differences between filing statuses at the same earnings ievels
were 7.3 percent for $35,000 incomes and 7.0 percent for $200,000
incomes.

o  Changes in the standard deduction allowances for head of household filers
assisted in reducing their effective federal income and total tax rates
between 1977 and 1990.

o A much larger portion of the middle income taxpayers are subjected to the
maximum FICA tax rate due to the increase in the FICA eamings cap to 145
percent ($51,300/$35,353) of the median income amount in 1890 as
compared to only 103 percent ($16,500/16,009) of the median income
amount in 1977 (see Figures E-5 and E-6).

The impact of flattening the federal income tax structure, i.e., the loss of federal
revenues, was countermanded by the increased rate of FICA taxation. The resuilt
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has been a tax savings for the wealthy while increasing the amount of federal tax
paid by middle class taxpayers.

Figure E-1

Avg % Change in Income Tax Rates, 77-80

By income Group
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Figure E-2
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Figure E-3

Avg. Change in Income Tax Rates, '77-90
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Figure E-4
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Figure E-5
Difterence in FICA Earnings Cap and the Median Income Level by Tax Year
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Mr. CRANE. Thank you, Mr. Bloch.

The first to inquire is Mr. Bunning.

Mr. BUNNING. Thank you, Mr. Chairman.

I want to ask the panel generally, as the father of nine children,
anybody who thinks that they can raise a child on $4,800 is sadly
mistaken. I had three children in college, three children in high
school, and three children in grade school at the same time. Now,
do you think $4,800 is enough to pay for raising that child when
the tuition at the university usually was well over $4,800?7 Does
anyone on this panel think that $4,800 is a reasonable figure for
raising a child, anyone? Mr. Bauer.

Mr. BAUER. Only in the rarified atmosphere of think tanks do
you think that $4,800 is enough to raise a child.

You raise another interesting point. If you are a family with nine
children and you are making $75,000 a year, in fact you are not
upper class. That is the other problem with this debate of cutting
off the benefits at a certain income level. For struggling Americans
with nine children and that kind of income, without the credit, you
are not going to have the benefits that you ought to have.

But your point is well taken, $4,800 does not come anywhere
close to covering expenses.

Mr. BUNNING. Mr. Shapiro.

Mr. SHAPIRO. The $4,800 figure was developed in a survey by so-
ciologists at the University of Chicago and Columbia University. It
certainly does not apply to higher income people who are sending
children to college. It is a national average. It is the average cost
for an average-income family in America, which is a family with an
income—a pretax income of roughly $35,000.

Mr. BUNNING. Let me ask you a basic question. Do you all feel
that tax relief for families should take priority over the budget defi-
cit and the approach that we are taking with the budget deficit?
Or do you think that the budget deficit should take priority over
relief for the tax for the family, tax relief for families?

Mr. BAUER. Well, Congressman Bunning, my opinion is that the
two ought to go hand in hand. That American families also suffer
from a deficit out of control, and we all know that that deficit, in
contrast to the rhetoric of recent months, is, in fact, headed back
up. My anticipation is that the Congress would fund this tax break
with budget cuts, as well as other cuts to address the budget defi-
cit. Our organization for one is certainly ready with a long list of
programs t%lat can be cut, we believe, without harming the Amer-
ican family or without harming those groups that are supposedly
served by those programs.

Mr. BUNNING. Can I ask the two women that are testifying, do
you feel that many working women feel their earnings are support-
ing government instead of family, instead of their family by work-
ing?

Ms. ScHLAarLY. Oh, well, I certainly do, Mr. Bunning. I think that
when the wife and mother goes into the work force, such an ex-
traordinary percentage of what she is making is going for taxes. |
feel that taxes are the great burden on them, and I would hope
that we can give relief to this kind of family, and your $500 tax
credit is a very good way to start.
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Ms. LAHAYE. I would like to add to that that I work with women
who are very much family oriented and they are very aggrieved be-
cause they have had to {eave their children and go to work. This
would—a tax credit like this would get their attention immediately
and they would see that this Congress really was family friendly
and striving to help the family be stronger. So, yes, I believe that
women would be better equipped to take care of their children and
;:_are for their family if we could give them this kind of a tax bene-
it.

Mr. BUNNING. One last question. The administration tax credit
is limited to children under age 13. It is my experience that ages
14, 15, 16, 17, 18, and on up to 21 are the more expensive years
for raising children and the payout at that time is almost at the
height of what you pay for raising your children. Do you have that
same experience?

Ms. LAHAYE. I have raised four children that have gone through
that same stage, and they eat more, their clothes are more expen-
sive, their education costs more, and everything they do is more
costly. So a family needs greater help when they are in the teens.

Mr. BUNNING. Go ahead, Mr. Shapiro.

Mr. SHariro. Congressman, while I think that the administra-
tion’s approach to limiting the children’s credit on the basis of age
is not the soundest way to go about it, the economic basis of it is
that as children age, their parents also are aging, and as the par-
ents age, their incomes rise. So the logic behind it and the data be-
hind it is that at a younger age, parents feel the greatest economic
stress in raising their children.

Mr. BUNNING. Unfortunately, my time has expired. But the fact
of the matter is that the income of those people as they age has
not kept pace.

Mr. SHAaPIRO. All people’s incomes over the last 20 to 25 years,
except for professionals and managers and owners of capital, have
been growing very slowly.

Mr. BUNNING. Thank you.

Mr. CRANE. And baseball players.

Mr. CRANE. Mr. Christensen.

Mr. CHRISTENSEN. I want to thank this distinguished panel for
coming. It is quite an opportunity to be able to visit with Mrs.
LaHaye, Gary Bauer, Mrs. Schlafly, and some of the best tax policy
minds around.

I have two questions. One is, Mr. Bloch, I was in a meeting about
1 year ago where your father was sitting in the room in Kansas
City and Jack Kemp facetiously remarked that it was his goal
someday to put your father out of business by way of a flat tax.
I earlier spoke about someday being able to figure taxes on a 3 by
5 card and sending it in. How would that affect your business? You
say you have 80,000 employees across this country during tax time.
Could you just give me some quick thoughts on

Mr. BLocH. I think I can read the lines on that form from here,
and I would say based on that it would be devastating to our busi-
ness. But I think it is important to put that aside, and I try to do
that when I think about a tax return such as that. My biggest con-
cern about it is fairness. I just am afraid that a tax system like
that would be terribly unfair. When we talk today and in the fu-




154

ture about middle-class tax relief and making sure the tax burden
is distributed fairly

Mr. CHRISTENSEN. Who would it be unfair to?

Mr. BLocH. To the middle class.

Mr. CHRISTENSEN. If no one pays taxes under $38,000 in income,
how would it be unfair?

Mr. BLocH. I think what you would see is a tremendous shift in
the tax burden from the wealthy onto the middle class.

Mr. CHRISTENSEN. I am sure we will have a lot of time to talk
about this over the next year.

I wanted to ask Gary Bauer if you could give us information on
how tax cuts for families would affect the economy and whether
that effect would be similar to that of the capital gains tax cut.
Would we see some pickup in the economy?

Mr. BAUER. I have been in Washington a long time, unfortu-
nately. Over the years, I have come to have very little confidence
in these projections, regardless of which side they are on. Trying
to predict what literally millions of people will do with a few more
dollars in their pocket is a very problematic thing. My common
sense, however, tells me that the money has to go somewhere. Ei-
ther some families will save the money, at which point lending in-
stitutions will lend it out in loans for economic activity, or they will
spend the money and its circulation through the system, presum-
agly, would have some positive impact on jobs, on economic activ-
ity, and produce revenue that could be taxed through the system.
So my gut instinct tells me there will be a positive impact economi-
cally but. I doubt if anybody is going to be able to prove it one way
or the other.

Mr. CHRISTENSEN. My final comment would be to Mr. Shapiro.
I listened to your comments and I read your testimony. Then you
said it was endorsed by the New York Times and that told me ex-
actly what to do. I thank you, Mr. Chairman.

Mr. CRANE. Next is Dr. McDermott.

Mr. McDERMOTT. Thank you, Mr. Chairman.

I keep hearing this flat tax talked about. Now, Mr. Bloch, I got
a couple questions for you. I just heard from my colleague, Mr.
Christensen, that for $37,000 you wouldn’t pay any taxes. Now, Mr.
Armey’s proposal would add $186 billion to the deficit each year
and would take away the deduction for home mortgage interest and
would take away the deduction for medical insurance and would
actually cost taxpayers under $200,000 more money than they are
paying today, and people above $200,000 less.

Does that seem like a fair proposal to the American people?

Mr. BLocH. I think it sounds terribly unfair. I think, if I under-
stand the Armey proposal, certain types of income are exempt from
tax, such as some unearned income.

Mr. MCDERMOTT. Yes.

Mr. BrocH. I think people in this country are concerned about
how much they pay in taxes today, and what they want is to be
treated fairly. 1 think the initial appeal of a flat tax is what we are
experiencing today in the country. It just sounds good. But I think
when people really begin to understand it, as you do, Representa-
tive, and really see how will the wealthy be affected, how will the
middle class be affected, and really understand what is going to
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happen, I think that is when taxpayers say this is not good for this
country and it is not good for me. I think if such a tax bill were
enacted, it would be just a matter of time before the various deduc-
tions and credits that currently exist creep back into the system be-
cause they are there for a good reason.

I think the No. 1 goal we must have with our tax system is fair-
ness. Yes, I can understand the argument for simplification. It
would be great to have a fair and simple tax system. My fear is
you can’t have both. If you can’t have both, the first priority has
got to be fairness.

Mr. McDERMOTT. So you are really saying that the reason this
has appeal is because it 1s simple. It sounds great.

Mr. BLOCH. It sounds great.

Mr. McDERMOTT. But the devil really is in the details.

Mr. BLOCH. Exactly.

Mr. McDErmoOTT. The Citizens for Tax Justice say if you make
$30,000 under the Armey proposal, you would pay $1,700 more in
taxes. But if you made $530,000, you would pay $44,000 less in
taxes. To me, that seems like a proposal that is doomed from the
outset if the American people ever understand that.

Mr. BLocH. I think that is the key point. Once the American peo-
ple understand that, I think they are going to say no, that is
wrong.

Our tax system should be based on a person’s ability to pay. The
higher your income, the greater your ability to pay. That is my
opinion.

Mr. McDERMOTT. Let me ask Mr. Bauer, you have-—I would like
to understand your philosophy of what government ought to be
about. I would assume that you only would collect taxes for the
Army, for the military, for the defense, and is there anything else
that you think government has a legitimate right to be in?

Mr. BAUER. My goodness, Mr. McDermott, you assume a lot. I
think there are quite a few things that government can legiti-
mately do.

Mr. McDERMOTT. I want that list of cuts. I want the list of cuts.
If you want to leap to that, tell me what you want to wade into.

Mr. BAUER. Sure. I would be happy to submit for your consider-
ation a list of cuts. In fact, I suspect in the weeks ahead there are
going to be so many cut suggestions that you will hardly know
where to begin, because I suspect a lot will be on the table.

[The following was subsequently received:]
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1995 GOVERNMENT SPENDING
NEEDS FAR MORE OVERSIGHT

by
Robert L. Maginnis

The 1995 federal appropriation bills which were approved by the last Congress
are filled with duplication, political favoritism, social agendas, and questionable
grants. The alarming misuse of taxpayer money should encourage citizens to
demand more accountability.

Consider some government spending already approved for 1995:

» The Corporation for Public Broadcasting may pay a single individual $438.000
for a once-a-week, 30-minute TV alppearance.I

* Federally financed Howard University gets $5.5 million to prepare practicing
attorneys to do pro bono work in Washington, DC.

« NIH will spend $2.5 million to build playgrounds for monkeys.
* DOT will spend $400.000 to help Russians buiid roads.

« The Pentagon will spend $18 million for new homes at an Army base that is
losing one third of its existing personnel.

« The State Department will give Russians $15 million for "family planning.”

* The State Department will spend $750,000 to study tropical bird migration.

* The EPA will spend $250.000 to control zebra mussels in the City of Chicago.
* The EPA will spend $70,000 to study a European fish in Lake Superior.

» HUD will spend $53 million for a sewage plant in Mexico.

* The Forest Service will spend $635,000 to build a visitor center on a remote and
inaccessible by road peninsula on Alaska's panhandle.
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DETAILS FROM 13 APPROPRIATION BILLS

1. Foreign aid in non-foreign bills: The appropriations bill for "The Foreign

Operations, Export Financing, and Related Programs for the Fiscal Year Ending September 30,
1995” includes funding for most foreign aid programs. Foreign aid, however, can be found in
other bills.

* The erderal Highway Administration was given $400,000 to provide technical assistance to
Russia.

* The Department for Housing and Urban Development (HUD) was given $52.5 million to
finance the construction of a waste treatment plant in Tijuana, Mexico.> HUD is funding a
second wastewater facility near Micicali, Mexico for $47.5 million.* (Congress also
appropriated $1 million through the International Boundary and Water Commission to reimburse
the City of San Diego for treatment of Tijuana sewage.’)

» Funding for the Smithsonian Institution includes a $50,000 grant to the Mpala Center. Kenya
for facility and equipment purchases.®

2. Suspect foreign aid.
+ The State Department will provide $15 million for "family planning" to Russia in 1995,

« It will give $50 million to the United Nation Population Fund (UNPF) with the intention that
none of this money will be used to fund abortions in China.® The UNPF is expected to give $7
million for “voluntary family planning programs” in China.

*» The State Department will grant $750,000 to the Fish and Wildlife Foundation to study
neotropical migratory bird conservation.'

3. Duplication of programs. Our government should look to eliminate redundancy. Consider:

» The Treasury Department's plan to build a training facility near Tuscon, Arizona. There will be
a dormitory, a dining facility and $2.9 million in firearm ranges.!" Just outside of Tuscon is the
Army's Fort Huachuca, which has many modern firearm ranges. Treasury should arrange with
the Army 1o use existing ranges rather than building duplicate firing facilities. After all, the FBI
Academy's entire campus is located on Quantico Marine Base in Virginia where it has joint use
of all ranges.

* The Department of Housing and Urban Development (HUD) was appropriated $175,000 for a
special purpose grant to be given to Domestic Violence Prevention, Inc. in Bowie County,
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Texas.”? Why is housing money used for this project when the 1994 crime bill authorizes $324
million for the Family Violence Prevention and Services Act?"? The crime bill also has $10
million for nonprofit organizations to establish projects that coordinate intervention and
prevention of domestic violence, and authorizes $30 million for rural domestic violence and child
abuse enforcement.

« The Department of Interior received $800,000 to monitor salmon on Alaska's Yukon and
Kuskokwim Rivers."* The National Oceanic and Atmospheric Administration (NOAA) wili
spend another $700,000 to collect information on salmon in the Yukon River as well."” NOAA
collects information on salmon at other locations as well.

* The Small Business Administration is directed to grant $3.25 million for three incubator
facilities.'®

* The Justice Department is appropriated $29 million for "Drug Courts" which is a program that
provides drug treatment during and after incarceration for non-violent offenders.)” This
replicates ongoing programs both inside prisons and in many communities.

» The National Science Foundation was appropriated $2 million to establish in 1995 an
interdisciplinary center to support research on violence.'® The 1994 crime bill authorizes many .
programs to research viotence:"*

«+ Title IV-Violence Against Women Act of 1994 requires the Attorney General to study campus
sexual assaults, the "battered women's syndrome,” the abusive spouse, and domestic violence.2’

«¢ Title I1I-Crime Prevention includes research grants to investigate juvenile violence, drug use,
and gang violence !

#+ Virtually every section of the crime bill requires at least one federal agency to either study or
research special aspects of violence 2

« HUD will award housing money for six substance abuse programs and eight crime prevention
programs.” The 1994 crime bill includes duplicate grant programs.

« Congress has already appropriated $20.4 million for federal support of the 1995 Special
Olympics in New Haven, Connecticut and both the XXVI Olympiad and the X Paralympiad in
Atlanta in 1996.** The GSA and HUD will contribute $3 million to the X Paralympiad. (The
Paralympiad was established in 1960 to create awareness of athletes with physical disabilities.)
The X Paralympiad will take place in Atlanta August 16-17, just after the Olympic Games.
Some 4,000 athletes representing 110 countries are expected to participate. HUD's contribution
goes to assist disabled veterans to participate.
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» Congress appropriated $5.6 million for the taxpayer funded District of Columbia School of Law
ignoring Mayor Sharon Pratt Kelly's recommendation to close the school. Two of the best law
schools in the nation are in Washington, D.C. - Georgetown University and American University
and another is in nearby Baltimore. Additionally. the appropriation bil} lists the other reasons to
close the school: it must dramatically expand its library before it can earn full accreditation; it
must increase faculty salaries and other staff and student services; and the school needs a
permanent facility of at least 125,000 square feet.”

4. Spending to remember former Congressional Leaders.

* The National Historical Publications and Records Commnssnon is giving $2 million to the
Thomas P. "Tip" O'Neill, Jr. Library at Boston College ® The money will be used to organize
Mr. O'Neill's personal papers.

» Two million dollars was also granted to the Robert H. and Corinne W. Michel Congressional
Education Fund.”’” Michel was for many years the House minority leader.

« The Merit Systems Protection Board granted $10 million to the Meorris K. Udall Scholarship
and Excellence in National Environmental Policy Foundation.”® Udall was a liberal congressman
and environmentalist from Arizona.

5. Other questionable expenditures.

« The Army recently announced that the 1st Infantry Division headquartered at Fort Riley,
Kansas will be removed from the force. This means approximately 5,600 soldiers or a third of
the post's population will leave Meanwhile, Congress has appropriated $12.6 million to build
126 new homes at Fort Rlley

*» The 6th Infantry Division headquartered at Fort Wainwright, Alaska was deactivated in July,
1994. Cuts in the Army's presence in Alaska will be felt at both Fort Wainwright and Fort
Richardson which is near Anchorage. Yet, Congress appropriated $5 million to build 72 new
homes at Fort Richardson and $66 million to replace the nearby and jointly used Elmendorf Air
Force Base hospital *°

* The Department of Agriculture's Forest Service will spend $635,000 to build a visitor center at
Ketchikan, Alaska. Ketchikan is located on a remote peninsula reachable only by boat and small
plane. Ketchikan county has a population of 14,000 inhabitants scattered among numerous small
villages. ,The Department also gave $500,000 to Alaska because "many timber mills have
closed."

« The National Institutes of Health, National Center for Research Resources, was directed by the
conference committee to reserve $2.5 million for playgrounds for monkeys used in research.’



160

» The federal government helps to fund Washington, D.C.'s Howard University. Part of the
University's 1995 appropriations ($5.5 million) are for the creation of a Law School Clinical
Center to provide legal assistance to supplement the Legal Services Corporation and to conduct
training for practicing attorneys to perform pro bono (free) services.*>

6. Did you know? Here are some of the various and sundry federal spending programs.

+ $46 million to build and operate military child development centers, including one in Germany
and one in Great Britain.** These federally subsidized centers are part of a growing network of
child care facilities that include every military activity worldwide.

» $45 million will be spent by the Library of Congress for books for blind and physically
handicapped people.**

* The Djeé)artment of Transportation will give $26 million for employee bonuses and cash
awards.

+ $2.7 million to the Pennsylvania Avenue Development Corporation.’” This 34 person
organization oversees construction projects along Washington's Pennsylvania Avenue.

+ $27 million annual operating expenses for the U.S. Holocaust Memorial Council, which is a
private organization that oversees the Holocaust Museum.*® This relatively small but popular
museum was first opened to the public two years ago. It was built with $168 million in private
donations raised in just four years.” The Council continues to receive donations from many
national and local organizations.

» Child Nutrition Programs include $500,000 in state grants for special dietary needs of children
with disabilities.*®

« $7 million for the private organization American Printing House for the Blind.*'

* The State Department oversees a $533 million United Nations peacekeeping appropriation.
This money can be spent with one stipulation: that American manufacturers and suppliers are
given an "equal” opportunity to provide equipment, services, and materials to the United Nations
peacekeepers.”? The Senate amended this appropriation to transfer $350 million to unspecified
"International Organizations” for peacekeeping activities.

* HUD will grant the City of Chicag’o $250,000 to control zebra mussels which originally came
from the Black Sea area of Europe.™ The Department of Interior will continue to study zebra
mussels at St. Croix, Virgin Islands.*® The National Oceanic and Atmospheric Administration
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was appropriated $3.7 million to research zebra mussels.*® If the zebra mussel is truly
endangering our oceans and lakes, then a more focused effort should be undertaken.

7. Legislating inside appropriation bills. Five appropriation bills contain social legislation.

« The Architect of the Capitol is directed to hire a "diverse labor force.""’

quotas.

This means hiring

* The National Science Foundation is directed to award at least 20 percent of all grants to small
colleges and universities that consist of "predominantly underrepresented groups" in science and
technology.'“4

* When hiring investigators the John F. Kennedy Assassination Records Review Board is
directed to give preferential treatment to former Office of Personnel Management employees.”

« The Office of Personnel Management is encouraged to promote "diversity." OPM's definition
of "diversity” includes people of different sexual orientation.*

* The appropriation bill for the Department of Agriculture deletes Senate language aimed at
ending the use of taxpayer funds to promote homosexuality.”’

+ Health and Human Services is directed to increase quotas for black nurses nationally.”

* The Federal Bureau of Investigation was appropriated funds to restore special agents
"eliminated in prior years associated with background investigations."*> A former marker for
elimination based on a background investigation was identifying the candidate as a homosexual.
The FBI Academy has started training for homosexuals previously rejected.

8. Please explain these appropriations. Many programs are funded without adequate
explanation.

« The Department of Education is awarding $4 million to the Mary McLeod Bethune Memorial
Fine Arts Center on the campus of Bethune Cookman College in Daytona Beach, Florida.”* The
facility will allow students to be trained for the fields of entertainment and hotel management.**

« The U.S. Institute of Peace gets $11.5 million.’® The ten year old institute has received $76
million in federal grants. In 1991 it shified from discussing peace to teaching conflict resolution
in America's classrooms. There are more than 300 violence-prevention programs and 100
conflict resolution curricula available to America's 28,000 high schools and 78,000 grade
schools.*” The 1994 crime bill contains many grants for anti-violence programs.
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« The Bureau of Mines is directed to do "essential Arctic research” in Anchorage, Alaska.*®
Anchorage is 400 miles south of the Arctic Circle and has no arctic characteristics like
permafrost. Why not conduct the research nearer the Arctic Circle, perhaps at the University of
Alaska, Fairbanks?

« The National Telecommunications and Information Administration is appropriated $1.5 million
for the Pan-Pacific Educational and Cultural Experiments by Satellite Program.*

« Washington, D.C. received $720 million from the federal government for public education.
The appropriation bill states, "the Board of Education has overspent its appropriation for
personal services by millions of dollars while underspending its appropriation for other-than-
personal-services by an equal amount. The chronic recurrence of such an imbalance suggests
that the Board of Education habitually submits budgets to the Congress that the Board knows to
be unrealistic and that the Board intends to disregard."®’

+ The Department of Housing and Urban Development will award 261 special purpose grants
worth $291 million.®' These include:

«» $450,000 to construct the Center for Political Participation at the University of Maryland.*®
The Center "is the first academically-sanctioned program in the country to support young leaders
seeking elective office."®® The advisory board includes actress Morgan Fairchild, Congressman
Steny Hoyer, Congresswoman Connie Morella, 4BC News' Sheila Kast, and the wife of
Maryland goveror Parris Glendening.“

++ $500,000 to the Maine College of Art for renovations to a Portland building.**

«+ $1 million to develop the Center for Pacific Rim Studies in San Francisco.*® The Center will
do research on competition and offer training for professionals. It is focused on trade
developmeﬁr;t, including foreign language and culture, legal systems, commercial practices and
data links.

*+ $6.5 million for the Points of Light Foundation.*® The Los Angeles Times found that the
Foundation in its first four years spent $22 million on administrative expenses and $4 million on
grants to service organizations. Expenses included $1.4 million for a kickoff celebration and
more than $108,000 paid to the Hill and Knowlton public relations firm to promote the party, as
well as a $160,000 salary for its top executive. In the first four years, it received $26 million
from the govemment.69

+» $500,000 for the National Invention Resource Center in the City of Akron, Ohio.” The Center
is part of the nonprofit Inventure Place which opens July, 1995.
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++ $70,000 to study the European Ruffe in Lake Superior.”’ The Ruffe was introduced in 1986 to
Duluth Harbor which is on Lake Superior. The Ruffe now makes up 65 percent of the harbor's
fish population. Why is federal housing money being used to study thie spread of this fish?
Possibly some of the $450,000 appropriated for the Great Lakes Fishery Commission could be
used to study the Ruffe.”

« $750,000 for a center to coordinate academic training for physical therapists at the Veterans'
Administration hospitals in Brooklyn, NY.”?

¢ $2.5 million for Project Social Care MB, Inc. to serve elderly Holocaust survivors in
Brooklyn, NY.™ There are about 2,000 Holocaust survivors in the greater New York metro area.
Another organization, Selfhelp Community Services, has a $51 million annual budget and has
the prime focus on helping survivors.”

«» $250,000 for port modernization at Davisville, Rhode Island.™

o $300,0970 to expand the science and mathematics complex at the University of South
Carolina.

++ $1.2 million for the Fire Safe Cigarette Act.”® These funds go to the Consumer Product Safety
Commission and the National Institute of Standards and Technology to measure the cigarette’s
ignition propensity.”

*» HUD special purpose grants also fund: 5 child care centers, the restoration of 5
theaters/museums, restoring or building 5 libraries, running a summer camp program, and
building a bicentennial and media activities center for a city.80

9. AIDS money scattered among bills. Most AIDS money is found in the appropriations for
HHS, but AIDS money is in other bills as well.

* The Department of Agriculture will grant Indiana $250,000 to study HIV/STD prevention in
rural areas.

« The Pentagon is being given $33 million to study AIDS.*

« HUD is appropriated $186 million for housing people with AIDS® HUD also is awarding
special purpose grants worth $4.3 million for other HIV housing facilities.*

10. Politics and agriculture appropriations. The 19935 agriculture appropriations appear to be
based more on politics than merit. The top three states to receive agriculture grants earmarked by
state were Arkansas, lowa and Mississippi.85 Arkansas received $17.7 million, Iowa received
$11.9 million, and Mississippi received $10.45 million.
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Senators from these states were on the conference committee for appropriations. Additionally,
President Clinton is from Arkansas and former Secretary of Agriculture Mike Epsy is from
Mississippi.

The U.S. Department of Commerce reports‘that the highest net farm income for 1991 came from
California which ranked seventh in discretionary agriculture grants. Mississippi ranked 21 in net
income and Arkansas was ninth.” But Arkansas received almost 300 percent more discretionary
grant money than California, the highest farm income state. Arkansas grants included:

« $462.000 for a National Center for Agricultural Law Research and Information at the Leflar
School of Law in Fayetteville, Arkansas.®’

« $1.2 million for a new agriculture building and $946,000 for an Alternative Pest Control Center
at the University of Arkansas.®®

* $4.8 million for the Rice Germplasm Center. Stuttgard, Arkansas.*
+ $1.1 million for the Arkansas Children's Hospital >

CONCLUSION

Taxpayers should demand that the 104th Congress review and rescind appropriations that waste
money or promote a political agenda.

Robert Maginnis is a policy analyst with the Family Research Council, a Washington, DC. -based
research and advocacy program.
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DEFUNDING TITLE X:
A STEP IN THE RIGHT DIRECTION

The House of Representatives will soon vote on the Labor/HHS/Education
Appropriations bill. The bill includes a provision to defund Title X, the federal family
planning program, and transfer its allotted $193 million to two other block grants which
aid mothers, infants, and communities.

Pro-abortion groups such as Planned Parenthood are crying “Foul!” They say that
defunding the Title X family planning program will only increase abortions. (It is ironic
that Planned Parenthood claims to be so interested in decreasing abortions when it
performed more abortions than any other organization in the country -- 134,277 in 1993
and referred for another 80,743. And by the way, Planned Parenthood also received $33
million in Title X funds last year.)

But pro-family and pro-life groups know that cutting off Title X funding, while a small
step, is an important first step in helping stem the tide of out-of-wedlock pregnancy
which leads to abortion. And such a step is long overdue.

Title X’s | {D .

Title X of the Public Health Service Act should be defunded because it is a dismal
failure. Enacted in 1970 as a categorical grant to fund family planning projects
throughout the country, the program was supposed to help reduce the unplanned
pregnancy rate, especially among teenagers. But while more teenagers have been
exposed to these family planning “services” -- reaching more than 1.5 million teenagers
this last year -- teenage reproductive health has drastically worsened in every category.
This is Title X’s legacy:

e Out-of-wedlock births -- Since the introduction of Title X, the teenage out-of-
wedlock birth rate has doubled. The out-of-wedlock birth rate. per 1,000 unmarried
girls aged 15-19 rose from 22.4 in 1970 to 44.6 in 1992. When Title X began, only
3 in 10 teen births were out-of-wedlock; now 7 in 10 occur outside marriage.

o Pregnancies -- Since the introduction of Title X, the out-of-wedlock pregnancy
rate among 15-to 19-year-old girls has doubled. In the same time span, the overall
teenage pregnancy rate (marital and nonmarital) increased 23 percent, climbing from
95.1 per 1,000 girls aged 15-19in 1972 to 117.1 in 1990. Not only did the overall

ge pregnancy rate i , but a greater proportion of these pregnancies are
now out-of-wedlock.

s Sexually-Transmitted Diseases (STDs) -- Sexually-transmitted diseases among
teenagers are at an all-time high. In fact, teenagers now have higher rates of
gonorrhea than any other 5-year age group between 20 and 44. Currently, one in
four sexually experienced teenagers -- about 3 million -- becomes infected with an
STD every year.



170

» Abortions -- Over the lifetime of Title X, the teenage abortion rate has more than doubled. In
1972, the abortion rate per 1,000 girls aged 15-19 was 19.1; in 1990, the rate was 40.6. While the
abortion rate grew rapidly from 1972 to the early 1980s, the rate has apparently reached a plateau,
hovering between 40 and 43 abortions per 1,000 teenage girls over the last 10 years.
Interestingly, the women whom Title X clinics target -- low-income women, minorities, and
unmarried young people - have the highest abortion rates. And, the Alan Guttmacher Institute
reports that half of all women having an abortion used contraception in the month during which
they conceived.

Increased rates of teenage pregnancy, illegitimacy, STDs, and abortion are all products of increased
rates of sexual activity among the young. And teen sexual activity is cotrelated to contraceptive
counseling and the distribution of contraception -- primary duties within Title X clinics.

e For example, a 1993 Public Health Reports article found that adolescent males who had been
instructed in sexual biology and birth control were more likely to engage in intercourse than were
those who had received no instruction.

o Furthermore, research from Planned Parenthood shows that the number one reason, by far, that
teenagers initiate sexual activity is peer pressure. By promoting contraceptive use among
teenagers, Title X clinics reduce the number of outside forces bolstering teenagers’ resolve to
save sex for marriage.

e Even Dr. Robert Kistner of Harvard Medical School, one of the developers of the orat
contraceptive, subsequently acknowledged that use of contraceptives among teenagers is
stimulating higher levels of promiscuity: “About ten years ago I declared that the pill would not
lead to promiscuity. Well, I was wrong,” he said (Family Practice News, 1977).

Stop Subsidizing Illegiti P

Beyond its correlation to worsening reproductive health indicators, there are additional reasons to
remove Title X funding. First, Title X’s authorization expired in 1985, and unauthorized programs
should not be allowed to receive federal dollars. At a time when taxpayers are already paying too
much money to the federal government, unauthorized programs such as Title X should be eliminated.
Secondly, Title X has never been evaluated for effectiveness -- for 25 years, it has received increased
funding without ever having to give an account of its record or be measured for effectiveness. Third,
the federal government has no reason to run a categorical family planning program when state gov-
ernments are capable of setting health care priorities within the parameters of alternative block grants.

Conclusion

Defunding Title X will not halt teenage pregnancy or out-of-wedlock births as we know them, but it
is a first step in the richt direction. Eliminating Title X sends a signal that the federal government
should not be in the . iness of funding social experiments that have failed nor in granting federal
sanction to the distribw..on of contraception for unmarried minors without parental consent. For the
sake of future generations, Congress should vote to defund Title X without delay.



TITLE X'S IMPACT ON TEENAGE BIRTHS AND ABORTIONS

1711

Year Title X FP Number of Pregnancy rate Rate of out-of- Abortions

Funding (per girls aged per 1,000 girls wedlock births to girls

fiscal year) | Enroliment 15-19 aged 15-19 per 1,000 aged 15-19

(married and unmarried girls
unmarried) aged 15-19

1970 nfa 9,517,000 224
197t 6,000,000 518,000 9,741,000
1972 61,815,000 9,985,000 95.1 191,000
1973 100,615,000 894,000 10,193,000 96.1 231,900
1974 100,615,000 10,350,000 98.8 279,700
1975 100,615,000 1,143,000 10,466,000 101.1 239 326,780
1976 100,615,000 10,582,000 1011 362,680
1977 113,000,000 1,303,000 10,581,000 104.6 396,630
1978 135,000,000 10,555,000 105.4 418,790
1979 135,000,000 1,478,000 10,497,000 109.4 444,600
1980 162,000,000 10,381,000 1o 276 444,780
1981 161,671,000 1,306,000 10,095,000 109.9 279 433,330
1982 124,176,000 9,809,000 109.8 287 418,740
1983 124,088,000 1,255,000 9,515,000 109.3 295 411,330
1984 140,000,000 9,287,000 1079 300 398,870
1985 142,500,000 1,277,000 9,174,000 109.0 314 399,200
1986 136,372,000 9,205,000 106.7 323 389,240
1987 142,500,000 1,386,000 9,139,000 106.6 338 381,640
1988 139,663,000 9,029,000 1114 36.4 392,720
1989 138,320.000_ 8,840,000 1145 40.1 370,900
1990 135,135,000 - 8,645,000 1nn 425 350,970
1991 144,311,000 8,371,000 443
1992 149,585,000 8,312,000 44.6
1993 173,418,000 n/a - n/a
1994 190,918,000 n/a n/a
1995 193,349,000 n/a n/a

Sources: The Alan Guttmacher Institute; U.S. Burcau of the Census; Division of Vital Statistics, National Center

for Health Statistics, Centers for Discase Control; Office of Population Affairs, U.S. Public Health Service.
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THE FAILURES OF REFORM:
WHY CPB, NEA AND NEH
MUST BE ZEROED OUT

by
Robert H. Knight

Federa! arts funding, much like the welfare system, has created a class of
beneficiaries who are hostile to conservative, pro-family causes. Recipients of
federal aid all too often become cheerleaders for big government, the family's
natural enemy. Big government strips families of their incomes through
confisc